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The American Economic Association is an organiza- 
tion composed mainly of persons interested in the study 
of political economy or the economic phases of political 
and social questions. As may be seen by examining 
the list of members and subscribers printed in this 
volume, all universities and most prominent colleges in 
the country are represented in the Association by their 
teachers of political economy and related subjects. A 
large number of members also are drawn from those in- 
terested as business men, journalists, lawyers or poli- 
ticians, in the theories of political economy or, more 
often, in their applications to social life. ‘There are also 
more than one hundred subscribers, nearly all being 
large libraries. 

The annual meetings of the Association bring to- 
gether for professional and social intercourse many 
teachers and public men. In 1897 and 1898 the Ameri- 
can Economic Association met in joint sessions and less 
formal gatherings with the American Historical Asso- 
ciation and it is now expected that this custom, in 
force at the first two meetings of the Economic Associa- 
tion in 1885 and 1887, will be continued at Detroit in 
1900. The annual meetings contribute not a little to 
create and cement acquaintanceship and friendship be- 
tween teachers of economics and cognate subjects in 
different institutions, and so to counteract any tendency 
to particularism which the geographical separation and 
the diverse traditions of American colleges might be 
deemed to foster. 
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The Publications of the Association, a complete list of 
which is printed at the end of this volume, were begun 
in March, 1886. The first series of eleven volumes, 
comprising over six thousand three hundred pages, was 
completed by a general index in 1897. Meanwhile, in 
January, 1896, the bi-monthly Economic Studies were 
begun. Of these four volumes, containing, with the sup- 
plementary Hand-Books of the annual meetings, nearly 
six hundred pages each, have now appeared. In addition 
to the Studies there were also issued, in a new series 
of the Publications, two large monographs, one a pam- 
phlet of 400 pages on the cotton industry of the United 
States, the other an elaborate critical discussion, written 
by more than twenty statistical experts and extending 
to five hundred pages, of the methods and results of the 
Federal Census. It is believed that some of the sugges- 
tions of improvement made in this volume will bear 
good fruit in the census of 1goo. 

The Council of the Association has directed that in 
the future the Studies be discontinued, and that a quart- 
erly publication of octavo form be issued under the title 
of Publications of the American Economic Association. 
The first number of this issue contains the Proceedings 
of the Twelfth Annual Meeting. It is intended to add 
to the quarterly numbers, from time to time, larger 
monographic supplements as the condition of the treas- 
ury and the supply of suitable manuscript may make 
possible. But in any case members and subscribers are 
assured of issues sufficient in quantity and quality to 
afford a generous equivalent for their dues. 

The officers of the American Economic Association 
and the contributors to its Publications receive no pay 
for their services. Thus the entire receipts of the 
Association are expended in printing and circulating the 









































Introduction. 9 


Publications and in the slight expenses attendant upon 
the annual meetings. Any member, therefore, may re- 
gard his annual dues either as a subscription to an eco- 
nomic publication, a payment for membership in a 
scientific association, or a contribution to a publication 
fund for aiding in the publication of valuable manuscript 
that might not be accepted by a publishing house 
governed primarily by motives of profit, and that could 
not be published by the writer without incurring too 
heavy a burden of expense. 











CONSTITUTION. 





ARTICLE I. 
NAME. 


This Society shall be known as the AMERICAN Eco- 
NOMIC ASSOCIATION. 


ARTICLE II. 
OBJECTS. 


1. The encouragement of economic research, espe- 
cially the historical and statistical study of the actual 
conditions of industrial life. 

2. The publication of economic monographs. - 

3. The encouragement of perfect freedom of eco- 
nomic discussion. ‘The Association, as such, will take 
no partisan attitude, nor will it commit its members to 
any position on practical economic questions. 

4. The establishment of a bureau of information 
designed to aid members in their ecohomic studies. 


ARTICLE III. 
MEMBERSHIP. 


Any person may become a member of this Association 
by paying three dollars, and after the first year may con- 
tinue a member by paying an annual fee of three dollars. 
On payment of fifty dollars any person may become a 
life member, exempt from annual dues.’ 


'NoTE.—Each member receives all reports und publications of the 
Association. ; 

















Constitution. 
ARTICLE IV. 
HONORARY MEMBERS. 


The Council may elect foreign economists of distinc- 
tion, not exceeding twenty-five in number, honorary 
members of the Association. Each honorary member 
shall be entitled to receive all reports and publications 
of the Association. 


ARTICLE V. 
OFFICERS. 


The officers of the society shall consist of a President, 
three Vice-Presidents, a Secretary, a Treasurer, a Publi- 
cation Committee and a Council. 


ARTICLE VI. 
COUNCIL. 


1. The Council shall consist of an indefinite number 
of members of the society, chosen, with the exeeption 
of the original members, for three years. It shall have 
power to fill all vagancies in its membership, and may 
add to its number. 

2. It shall elect the President, Vice-Presidents, Sec- 
retary, and Treasurer, which officers, with the Chairman 
of the Publication Committee, shall constitute an Execu- 
tive Committee with such power as the Council may 
entrust to it. 

3. The Council shall organize itself into a number of 
standing committees upon the various lines of research 
undertaken. These committees shall prepare reports 
from time to time upon such subjects relating to their 
respective departments as they may select, or as may be 
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referred to them by the Council. These reports shall be 
presented to the Council at its regular or special meet- 
ings and be open to discussion. All papers offered to 
the society shall be referred to the appropriate commit- 
tees before being read in the Council. 

4. The Council shall have charge of the general in- 
terests of the society, and shall have power to call meet- 
ings and determine what reports, papers, or discussions 
are to be printed, and may adopt any rules or regulations 
for the conduct of its business not inconsistent with this 
constitution. 

5. The Council shall elect a Committee on Publica- 
tions, which shall consist of six members, so classed 
that after the first election the term of two members 
shall expire each year. This committee shall have 
charge of and responsibility for the scientific publica- 
tions of the Association. 


ARTICLE VII. 
AMENDMENTS. 


Amendments, after having been approved by a major- 
ity of the Council, may be adopted by a majority vote 
of the members present at any regular meeting of the 
Association. 




















BY-LAWS. 


1. The President of the Association, who shall be 
ex-officio a member of the Council, shall preside at all 
meetings of the Council and Association, and perform 
such other duties as may be assigned to him by the 
Council. In case of inability to perform his duties, 
they shall devolve upon the Vice-Presidents in the order 
of their election, upon the Secretary and Treasurer, and 
upon the Chairman of the Standing Committees, in the 
order in which the committees are mentioned in the list. 


2. The Secretary shall keep the records of the Asso- 
ciation, and perform such other duties as the Council 
may assign to him. 


3. The Treasurer shall receive and have the custody 
of the funds of the Association, subject to the rules of 
the Council. 


4. The following Standing Committees shall be or- 
ganized : 
(1). On Labor. 
(2). On Transportation. 
(3). On Trade. 
(4). On Public Finance. 
(5). On Industrial and Technical Education. 
(6). On Exchange. 
(7). On General Questions of Economic Theory. 
(8). On Statistics. 
(9). On Teaching Political Economy. 
The Executive Committee may appoint such special 
committees as it may deem best. 
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5. At any meeting called by the general summons of 
the President, five members shall constitute a quorum. 


6. Papers offered for the consideration of the Council 
shall be referred by the Secretary, each to its appropriate 
committee. 


7. In order to encourage economic research, the 
Association proposes to render pecuniary assistance in 
the prosecution of the same, and to offer prizes for the 
best monographs upon selected topics. It stands ready 
to accept and administer any fund placed at its disposal 
for either purpose. 


8. The Executive Committee shall have power at 
any time to add new members to the Council. 


g. The Executive Committee shall assign all mem- 
bers of the Council to one of the Standing Committees, 
and shall appoint the Chairmen of the Committees. 


10. It shall be the duty of the Chairmen of the re- 
spective Committees to organize and direct the work of 
the same, under the general control of the Council. 
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THE TWELFTH ANNUAL MEETING. 


The Twelfth Annual Meeting of the American Eco- 
nomic Association, held with Cornell University at 
Ithaca, New York, Wednesday, Thursday and Friday, 
December 27-29, 1899, was opened with the following 
words of welcome by President J. G. Schurman: 


Mr. President and Members of the Economic Association: 


{ desire, on behalf of Cornell University, to extend to 
you a very cordial welcome. I hope you will feel at 
home here. The subject which you represent, being 
what we may call one of the modern studies, is one 
which we have endeavored to domicile at this Uni- 
versity and zealously to cultivate from the beginning, 
and I hope that the members of the Economic Associa- 
tion will not accuse me of any exaggeration if I claim 
at the present time that Cornell University is doing its 
duty not only in teaching students but in its contribu- 
tions to the solution of important economic problems 
which are now concerning the country. I hope that you 
will feel in a congenial atmosphere. You economists 
are to be congratulated just now because your subject 
deals with problems in which the public feels a vital in- 
terest. I see that the program is peculiarly rich. Cer- 
tainly under these circumstances I will not detain you a 
single minute further than to repeat the welcome I have 
already made. 





American Economic Association. 
PROGRAM. 


WEDNESDAY, DECEMBER 27. 
Morning Session, 10 a. m. 


. Address of Welcome. PRESIDENT J. G. SCHURMAN, Cornell 
University. 

. Annual Address of the President of the Association : ‘‘ Economic 
Theory and Political Morality.” PRESIDENT ARTHUR T. 
HADLEY, Yale University. 

. Discussion of the President’s address. PROFESSORS J. R. Com- 
mons, L. M. KEASBEY, E. R. A. SELIGMAN, and others. 


Afternoon Session, 3 p.m. 


. Senior’s Theory of Monopolies. PROFESSOR RICHARD T. ELy, 
University of Wisconsin. 

. The Place of the Speculator in Distribution. PRoFEssoR H. C. 
EMERY, Bowdoin College. 

. Taxation as a Partial Substitute for Borrowing to cover Perma- 
nent Municipal Improvements. PROFESSOR E. D. DURAND, 


Standford University. 


THURSDAY, DECEMBER 28, 
Morning Session, 10 a. m. 
(COMBINATIONS OR TRUSTS. ) 


I. Financiering of Trusts. HONORABLE CHARLES S. FAIRCHILD. 

. The Influence of Trusts in the Development of Undertaking 
Genius. PROFESSOR SIDNEY SHERWOOD, Johns Hopkins 
University. 

. Some Tendencies in Recent Combinations which may become 
Dangerous. JAMES B. DILL, Esq. 

. Discussion. 


Afternoon Session, 3 p.m. 


(RAILWAY ECONOMICS. ) 


. Railroad Relief and Beneficiary Associatious. W.H. BALDWIN, 
Jr., President of the Long Island Railway. 

. Railway Charters. Dr. B. H. MEYER, University of Wisconsin. 

. Suggestions Relative to Railway Pooling Legislation. PROFESSOR 
HENRY C. ADAMS, University of Michigan, Statistician of 
the Interstate Commerce Commission. 
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FRIDAY, DECEMBER 29. 
Morning Session, 9:30 a. m. 


I. The Corisumer’s Label and the Sweat Shop. JOHN GRAHAM 
BROOKS. 

II. Plans for the Twelfth Census. PROFESSOR WALTER F. WILL- 
cox, Chief Statistician. 

III. Discussion of the Census. Mr. H. T. NEwcoms, Chief of the 
Agricultural Division, PROoFEssoRS R. Mayo-SmiTH, R. P. 
FALKNER, and D. R. DEWEY. 

IV. Report of the Special Committee on Colonial Finance. Pro- 
FESSOR J. W. JENKS, Chairman, HONORABLE C. S. HAMLIN, 
PROFESSOR E. R. A. SELIGMAN, ALBERT SHAW. 


COUNCIL MEETINGS. 


A meeting of the Council was held Dec. 27, 1899, at 
2:30 P. M. with President Hadley in the chair. The re- 
port of the Secretary was read and accepted. The re- 
port is as follows: 


REPORT OF THE SECRETARY. 


In accordance with the instruction of the Council 
(Hand-Book, 1899, p. 50) a special committee on colonial 
policy was constituted of the following members: J. W. 
Jenks, C. S. Hamlin, E. R. A. Seligman, A. Shaw, E. H. 
Strobel. The Executive Committee decided not to con- 
stitute a committee on agriculture. 

The Macmillan Co. wrote the Secretary under date of 
July 26, 1898, asking him to relieve them of the Associa- 
tion’s stock of books which had been sent to them in 
1897 (Hand-Book, 1898, p. 47). After some delay the 
stock was shipped back to Ithaca with an inventory Jan. 
28, 1899, and received in good order. Discrepancies 
of importance appeared between the inventories of the 
Association and of the Macmillan Co. and after some 
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discussion the Macmillan Co. agreed to assume responsi- 
bility for the shortage shown by the Secretary’s inven- 
tories although denying their legal liability therefor. 
At the same time they gave notice of their desire to 
terminate the agency at the end of the six months called 
for under the contract. ‘The six months are up Jan. 30, 
1900, and it will be necessary for the Association to de- 
cide whether it will take steps to place a similar agency 
with another firm. 

The request of the Council that the Executive Com- 
mittee report to this meeting “upon the policy of the 
Association with reference to its publications” .(Hand- 
Book, 1899, p. 51) will be complied with before this 
meeting of the Association is ended. 

During the spring of the current year the plans of the 
Secretary changed in a way involving his absence from 
Ithaca after early June, and he will probably be in 
absence until September, 1901. Through these past 
months his duties as Secretary have been performed by 
his colleague, the Treasurer, to whom the thanks of the 
Association as well as his own are due. 

[Signed] W. F. WILLcox, Sec’y. 


The Secretary read a report of the Executive Com- 
mittee in the form of two recommendations: (1) That 
the issue of the Economic Studies be discontinued ; (2) 
That the report of this annual meeting be printed in 
monograph form. 

The appointment by the chair of a nominating com- 
mittee of five was ordered and the chair appointed as this 
committee Professors Ely, Gray, Gardner, Lindsay and 
Hollander. The appointment of an auditing committee 
of two was also ordered and the President appointed as 
this committee Professors Sherwood and Emery. The 
Council then adjourned until two P. M. Thursday. 





Twelfth Annual Meeting. 41 


On Thursday the Council met at 2 P. M. with Vice 
President Wood in the chair. 

The nominating committee then reported, recommend- 
ing the election to the Council of all those whose terms 
of office expired in 1899 and also the following members 
of the Association: Prof. W. F. Blackman, Mr. Wm. M. 
Burke, Hon. Chas. S. Fairchild, Mr. Milo R. Maltbie, 
Mr. Theodore Marburg, Prof. B. H. Meyer, Dr. A. F. 
Weber, Mr. N. A. Weston, Mr. Robert H. Whitten. 

The Secretary was instructed to cast a ballot on be- 
half of the Association for the foregoing nominees and 
he did so. 

The nominating committee also recommended the fol- 
lowing list of officers for the ensuing year: President, 
Prof. Richard T. Ely; Vice Presidents, Theodore Mar- 
burg, Prof. F. M. Taylor, Prof. L. S. Rowe; Secretary 
and Treasurer, Prof. C. H. Hull; Publication Committee, 
Prof. D. R. Dewey, Prof. F. M. Scott. 

On motion and explanation by the Treasurer the con- 
sideration of these nominations was postponed pending 
the decision of the future policy of the Association re- 
garding its publications. ‘The Treasurer then presented 
a statement regarding the finances of the Association. 

The following resolution, introduced by Professor 
Mayo-Smith, was passed : 

Resolved, That the Publication Committee be directed 

1. To discontinue the issue of Studies. 

2. To begin a quarterly publication under the title 
Publications of the American Economic Association of 
the form of its previous octavo issues. 

3. To include in this issue the proceedings of the 
annual meeting and the Constitution and list of mem- 
bers. 
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4. To issue all monographs as regular numbers or as 
supplements in the quarterly series. 

The question of the mode in which the Publications 
of the Association should be marketed was referred to 
the Executive Committee with power. 

The Council then adjourned to meet at 5 o’clock. 

In the meeting of the Council at five P. M. it was 
moved and carried that the names of the present Vice 
Presidents be substituted for those reported by the Com- 
mittee. It was thereupon voted that the Secretary be 
instructed to cast the ballot for the Association in favor 
of the amended list of nominations. 

The nominating committee further recommeded that 
the next meeting be held at Detroit provided the Ameri- 
can Historical Association meets then, otherwise the 
place of meeting be determined by the Executive Com- 
mittee, and the recommendation was adopted. 

The auditing committee reported that the Treasurer’s 


reports and papers had been examined and found correct 
and the report was accepted and filed. 
SUMMARY OF THE TREASURER’S REPORT, 1899. 


CHARLES H. Huu, Treasurer, 


In account with the American Economic Association 
Sor the year ending December 27, 1899. 
Debits. 
Cash on hand as per last report 
Sales and subscriptions, 
The Macmillan Company 
Charles H. Hull, Treasurer 


CL eat eee ee 
Credits. 

Publication expenses $1,892 I0 
Expenses of Secretary’s office 496 15 
Expenses of Treasurer’s office 69 05 
Expenses of eleventh meeting 74 80 
10 00 

676 56 


$3,218 66 $3,218 66 





Examined and found correct, 12-28-99. 
[Signed] SIDNEY SHERWOOD, 
H. C. EMERY, 
Auditing Committee. 
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The Executive Committee was authorized to create 
special committees on the Economic Condition of the 
American Negro and on the Economics of Agriculture. 
The same committee was directed to prepare resolutions 
of thanks to Cornell University, and the Council then 
adjourned without day. 


RESOLUTION OF THANKS. 


On December 27, the following resolution was adopted 
in general session of the Association : 

Resolved, That the thanks of the American Economic 
Association for the generous hospitality extended during 
its Twelfth Annual Meeting be tendered to President 
Schurman and the officers of Cornell University; and 
that the Association also desires to express its hearty 
appreciation of the courtesies offered by the members of 
the Town and Gown Club of Ithaca. 








PAPERS AND DISCUSSIONS. 


ECONOMIC THEORY AND POLITICAL 
MORALITY. 


BY PRESIDENT ARTHUR T. HADLEY, LL.D. 


At our meeting a year ago, I had the honor to address 
this Association on the relations between economics and 
politics. At that time I sought to indicate at once the 
need of an increase of influence to be exerted by econo- 
mists upon the political world, and the method by which 
such increase might best be attained. On the fact that 
such a change was needed there seemed to be no differ- 
ence of opinion. But on the method by which it was 
to be accomplished there was much more diversity of 
view. Certain members went so far as to regret that in 
the brief time which was given for discussion no ade- 
quate opportunity was afforded them to develop different, 
and to some degree antagonistic, ideas, with regard to 
‘the means to be pursued in order to increase the influ- 
ence of the economist in modern political life. The 
present address is in some sense a continuation of that 
which was delivered a year ago. It is an endeavor to 
expand more fully the argument on those points where 
the members of the Association felt themselves most 
doubtful. In its preparation I have been actuated 
throughout by the desire to give the fullest opportunity 
for the discussion of difficult questions ; and I believe 
that its chief value will lie in the stimulus which it gives 
for such discussion. 

It has been well said by more than one of the mem- 
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bers of the American Economic Association that modern 
political economy contains two distinct parts—often in- 
extricably intermingled in fact, yet always separate in 
principle—a theory of distribution and a theory of pros- 
perity. The theory of distribution shows how the pub- 
lic wealth is divided among the different members of 
the community. It shows what are the effects of a sys- 
tem of laws or a group of commercial conditions on the 
relative well-being of the different classes concerned. 
It tries to predict how changes in these laws will in- 
crease the material comfort of some individuals and 
diminish that of others. The theory of prosperity, on 
the other hand, is concerned primarily with the good or 
evil of the nation asa whole. It deals with aggregate 
results rather than with individual ones, and concerns 
itself with the separate parts only as they must be 
studied in order to understand that aggregate effect. 
The distinction between these two sets of theories is 
not quite the same as that between static and dynamic 
economics ; for a considerable part of the theory of dis- 
tribution deals with dynamic problems—with effects 
which are essentially the result of industrial progress 
rather than of static adjustment. It much more nearly 
coincides with the old antithesis between deductive and 
historical schools. It may perhaps fairly be said to be 
a precise statement of a distinction for which the earlier 
members of the historical school were feeling, but which 
they failed to grasp or formulate in precise fashion—a 
failure which reacted seriously upon the influence of 
this school in matters of economic controversy. Be this 
as it may, the distinction is a real and permanent one. 
Men may agree absolutely in their theories of distribu- 
tion and disagree ¢oto coelo in their theories of pros- 
perity. Marx, in his theory of distribution, followed 
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Ricardo implicitly; in his theory of prosperity he 
differed from him at every point. It was just because 
he accepted so thoroughly one part of the Ricardian 
economics that he was able to dissent so consistently 
from the other, with a directness of opposition born of 
mutual understanding. It was because each assumed so 
fully the existence of free competition, and carried out 
that assumption so completely to certain of its logical 
consequences, that this same power became a demigod 
to the one and a demon to the other. In the words of 
the poet, 


“ Both read the same books, day and night, 
But thou readest black where I read white.” 


As far as a man’s political economy takes the form of 
a theory of distribution, it is not sure to be very closely 
connected with his ethical principles, or even with his 
political ones. In framing such a theory he is occupied 


with tracing consequences from observed facts. His 
political antecedents or his ethical prepossessions may 
lead him to observe some facts more closely than others, 
or to examine some parts of his chain of reasoning more 
critically than other parts. But these variations, as 
far as they exist, are errors, even from the man’s own 
standpoint,—errors which he is interested in correcting 
as soon as they can be brought clearly home to him. 
He can say, in the words of Dunoyer, “Je »’zmpose rien, 
je ne propose méme rien: fexpose”—I am neither im- 
pounder nor even propounder, but expounder. Nor do 
his theories of distribution modify his ethics much more 
than his ethics modify his theories of distribution ; ex- 
cept, perhaps, so far as the habitual assumption of a set 
of facts and laws leads to the habitual assumption of the 
tightness of those laws, morally as well as intellectually. 
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On the other hand, a man’s theory of prosperity is 
closely interwoven with his theories of ethics and of 
politics. Moral and political standards are a determin- 
ing element in our judgment as to whether a nation’s 
aggregate condition is good or bad. Observation as to 
the effect of different industrial systems on the stability 
or destruction of a nation reacts, in turn, upon our 
moral and political judgments. It is at this point that 
the interaction between economics and politics, whether 
by way of mutual aid or mutual criticism, is most con- 
stant. Only occasionally and incidentally do our 
theories of distribution lead us to intervene in political 
affairs by showing that certain lines of legislation pro- 
duce different results from those which are contemplated. 
Daily and hourly does our theory of prosperity lead us 
to such intervention, when we believe that the aims of 
a certain group of moralists or politicians are destructive 
to the well-being of the nation as a whole. 

At this point, where the possibility of influence is 
greatest, the difficulty which meets the economist who 
strives to maintain a dispassionate and critical attitude is 
also keenest. In his theory of distribution he can 
readily remain a passive observer of facts. He can 
measure and weigh the results of competition, as he can 
measure and weigh the results of gravitation or of bio- 
logical selection ; and can guard himself against error 
in fact or deduction by the same methods which are 
used by the physicist or the biologist for the same pur- 
pose. But when he comes to measure the aggregate 
merit of the total result, he has a different task anda 
far harder one. 

I said a year ago, and I still believe, that even in this 
task the scientific knowledge possessed by the economist 
enables him to come nearer to its fulfillment than can 
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his fellow members of the community ; that in this field 
of exceptional doubt he should undertake to realize the 
very highest ideals as a scientific man who stands above 
the clouds of prejudice, and therefore sees farther than 
those about him; that it is his high mission to be the 
representative and the champion of the permanent in- 
terests of the whole community, in the face of conflict- 
ing claims from representatives of temporary or partial 
ones. 

This view of the mission and the duties of the politi- 
cal economist has been challenged on three grounds: as 
bad psychology, bad politics, and bad ethics. We are 
told, in the first place, that as a matter of practical psy- 
chology, no man can make his judgment as to national 
well-being independent of his social antecedents and his 
ethical training. If he has grown up among soldiers, 
he will have one set of standards; if he has grown np 
among business men, he will have a second; if he has 
grown up among literary men, he will have a third; if 
he has grown up among laborers, he will have a fourth. 
Strive as he may to disassociate himself from the effects 
of education and environment, he can at best be but 
partially successful. His political vision suffers not 
only from nearsightedness, but from astigmatism. He 
may correct the former; no power on earth can enable 
him to correct the latter, or even to gain an objective 
estimate of its effects. Robert Malthus was a disin- 
terested man, and so was Henry George; yet in neither 
case was such disinterestedness sufficient to protect them 
from obliquities of moral vision which led to diametri- 
cally opposite conclusions as to the conditions of public 
prosperity. A man may have the intention to be im- 
partial, and may be perfectly candid in the belief that 
he has carried out this intention; but that only makes 

4 
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‘matters worse, because this delusion prevents him from 
recognizing the need of applying outside correctives to 
his judgment, and often leads him to impugn the fair- 
ness of anybody else who suggests such correctives. 
Why not, under these circumstances, admit freely the 
difficulty under which we labor in making objective 
judgments? Why not recognize from the first that each 
of us represents a locality or a class, and that the moral 
judgment of each observer is sure to be affected and to 
some degree distorted by his own personal prepossessions? 
Such a course, frankly adopted, its advocates claim, will 
keep the bad men from hypocrisy, the good men from 
self-deception, and the large number of men who are 
neither very good nor very bad from that mixture of 
hypocrisy and self-deception which contrives to combine 
all the evils of them both. 

We are told, in the second place, as a wholly independ- 
ent line of argument, that an attempt on the part of the 
economist to represent the total interest of the public, 
even if in a few cases of eminent mental and moral en- 
dowment, like John Stuart Mill, it proved approxi- 
mately possible, would not be good politics. The as- 
sumption by an economist that he represents the total 
interest of the community rather than the interest of 
some one part or class in that community, exposes him 
to the suspicion of being either a pharisee or a hypocrite 
—either a man who over-estimates his own righteous- 
ness, or one who pretends to a righteousness which he 
does not possess. If either of these titles is a just one, 
it interferes with a man’s success as a political reformer. 
If it is even suspected to be just, it will prove a heavy 
weight around his neck. Even if a man believes him- 
self to be wholly free from either hyprocisy or phari- 
saism, it is a wise measure for him to keep out of the 
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company of hypocrites and pharisees. He will be a 
more efficient reformer if he claims a little less for his 
mission and can get those lesser claims recognized, than 
if he claims everything and gets no recognition at all. 
We are further told that whether he be considered 
a hypocrite or not, he will be entitled a visionary, 
and justly so. The general public whose interests he 
represents is not a working political force. Its interests 
are so vague and remote that there is no means of get- 
ting them recognized in the concrete work of legisla- 
tion and of government. You must appeal to localities 
and to classes. Localities have their representatives, 
classes have their organs. Each locality and each class 
has its public sentiment, which in one way or another 
is a living power in politics. This existence of a cohe- 
rent public opinion and of a definite interest is a neces- 
sary condition for the social reformer, who would be 
more than a pure theorist. The one is his material, the 
other is his tool. No man, however great, can hope to 
accomplish his results with neither tools nor materials 
ready to his hand. Even if you believe yourself wholly 
disinterested you must appeal to classes and secure the 
partial good which is attainable, rather than aim at the 
greater good which from the outset you are fated to miss. 
They tell us further that this view of the matter rep- 
resents not only practical politics but practical ethics. 
Life in a modern free community is an interaction and 
interplay between the several members of that commu- 
nity. Each individual is working for ends of his own, 
distinct from those of other individuals. Each class 
has standards and ideals of its own, differing from those 
of other classes. Civil liberty is but a recognition of 
these differences—permission to the various members of 
the state to pursue their own several ends under the pro- 
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tection of a common law. According to this view, the 
man who would sink the interest of a class in a sup- 
posed general public interest, is but depriving that class 
of its own natural safeguard in the struggle for existence. 
If it works for itself it gets what it can—sometimes 
more than it ought, sometimes less than it ought ; but in 
a reasonably well-ordered civil society it takes its chances 
with the others. If a single group, in its zeal for the 
general good, omits to pursue its own group interest, it 
causes a want of balance between the parts, upsets the 
conditions of the game, and contributes rather to its 
own annihilation than to the predominance of those 
conceptions with which it has identified itself. Let us 
have fair play; let us have a fair chance for conflicting 
views to struggle one with another, as a condition of 
progress for the whole society. This is the cry among 
no small number of those who think they have studied 


the conditions of modern progress most carefully. 
Widespread and plausible as are some of these views, 
I desire to take fundamental issue with those who sup- 


port them. 

The system of political ethics just outlined is an out- 
growth of our experience with two important institu- 
tions, — competition and representative government. 
Competition has led people to see how frequently the 
self-interest of the individual, as given free play, con- 
duces to the general advance of the public. Represen- 
tative government has shown how a full expression of 
opinion by those who speak for the several parts or 
classes in the community can be made to contribute to an 
advance which inures to the advantage of all parts and all 
classes together. Yet in the face of these facts, I believe 
that the theory of struggle and compromise as a normal 
means of progress needs restatement ; and that the man 
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who looks below the surface in the study of these two 
institutions, will be brought to conclusions directly op- 
posite from those which prevail in so much of the cur- 
rent thought of the world to-day. 

Does the theory of competition give ground for the 
view that a struggle between different parts for their 
class interests, works out in an ecomomic harmony ? 
Not at all. It shows, on the contrary, that struggles 
within each class, antagonistic for the moment to the 
apparent interests of that class, so conduce to the inter- 
ests of many other parts of the body politic as to work 
out a generally beneficent result. No economist of any 
reputation would hold for a moment that the economic 
struggles of different men for themselves, would furnish 
a reasonable basis of adjustment, or compromise, with 
those in different positions. What the champion of 
competition holds, is rather that the struggles of each 
man for himself prevent others, who are ina similar 
position, from taking undue advantage over their fellow 
men. It is not a conflict between classes, but a conflict 
within classes, which he seeks to perpetuate; and he 
would perpetuate it because he can prove, or thinks 
that he can prove, that it conduces to a common interest 
more wide and more lasting than those which the indi- 
vidual classes, if organized into trusts or trades unions, 
would seek to pursue. 

It is popularly said that competition is only the form 
which the struggle for existence takes in modern civil- 
ized society. This is at once true and false—true in 
form, false in the suggestions to which it gives rise. 
The fact is, that modern civilized communities have so 
regulated the struggles for existence, that they tend, on 
the whole, to the benefit of third parties, rather than to 
their detriment. Two cats struggle to eat the same 








54 American Economic Association. 


bird ; two bosses compete to employ the same workman. 
From the standpoint of the bosses, the transaction bears 
some analogy to the case of the cats. From the stand- 
point of the workman, the transaction bears no analogy 
whatever to the case of the bird. The more cats there 
are, the worse for the bird, as well as for the cats; the more 
bosses there are, the worse for the bosses, but the better 
for the workman. When Adam Smith showed the 
efficiency of competition as a regulator of price and an 
increase of useful production, he furnished a powerful 
defence for the existing social order. He cannot, how- 
ever, for that reason, be fairly charged with having been 
an advocate of the interests of the property owner. The 
weight and force of his reasoning lay in the fact that he 
showed the beneficent effects of such competition upon 
the community as a whole, rather than on persons most 
immediately interested. He may have exaggerated 
those good effects and underrated the evils by which 
they were accompanied. I shall not now try to discuss 
that point. But his permanent and decisive influence 
as a social reformer lay not in an advocacy of the views 
of any class, but in his advocacy of a means of correct- 
ing the formation of class lines. The success of com- 
petition, so far from warranting us in the adoption of a 
system of political morality and a theory of political 
progress, based on advocacy of class interests. proves 
rather the advantage and even the necessity of subordi- 
nating those interests to a wider common good. 

With the institution of representative government the 
case is somewhat different. Here we have an organiza- 
tion of localities and of classes, and a recognition of such 
classes in the actual work of government. It would, 
therefore, seem as though the success of this system 
were a powerful argument on the side of that theory 
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of politics and of ethics which regards the good of the 
whole community as best to be reached by a compromise 
between the aims of different sections of the community. 
But a profounder study of constitutional history leads 
to an opposite conclusion. It shows that parliaments 
and congresses, in the really great periods of their 
history, have been valuable, not as a field of compromise 
between local interests, but of information as to general 
ones ; not for the consummation of private bargains, but 
for the creation of public spirit. 

Down to the end of the last century, the English Par- 
liament, as its name implied, was essentially a place for 
discussion. Representatives from different localities 
met together at Westminster to interchange views as to 
the state of the nation. Each member reported to the 
others the feelings and wants of his locality; each re- 
ceived from his fellow members enlightened views as to 
the affairs of the realm as a whole, which he was able to 
report at home and make the basis of practical action in 
his section of the community. The essential function of 
the early parliaments was the creation of a united public 
sentiment. They roused the interest of the English 
people outside of the sphere of their petty local exigencies, 
and enabled them, by common action, to resist the ex- 
tensions of the royal prerogative to which, in the absence 
of such common action, they must separately have 
fallen victims. It is true that the Houses of Parliament 
had large functions in addition to this, but they all 
group themselves round this central work. Even the 
right of the Commons to originate measures of taxation, 
so sedulously attacked by the kings, and so jealously 
guarded by parliaments, had its chief importance, not 
as a means of avoiding the imposition of burdens upon 
the people, but as a means of compelling the monarch 











56 American Economic Association. 


to call representatives of different parts of the people 
together for the authoritative presentation of popular 
opinion. At the close of the last century, when other 
countries adopted institutions modeled on the English 
Parliament, it was intended that they should preserve 
this same function as debating bodies; and the most 
glorious pages in the history of the United States Con- 
gress, are those in which public opinion was formed and 
public spirit roused by speeches like those of Webster 
and of Clay. Just as in the sphere of commerce, com- 
petition enables members of the different parts of the 
business community to get something wider than a class 
view point, and compels them to work to a common 
end, so in the sphere of politics did representative gov- 
ernment enable and compel members of the different 
geographical sections to get something wider than the 
local view point, and to see what was the general senti- 
ment of the nation of which they formed a part. 

In the course of the present century our representa- 
tive assemblies have ceased to be places for debate. 
The extension of the telegraph and the postal service 
has given the different parts of the community means of 
information more rapid, although in some respects per- 
haps less trustworthy, than that which was furnished 
by their Congressional representatives in the olden time. 
The press has taken the place of the legislature as a 
forum for the formation of public sentiment. Parlia- 
ments and congresses have become bodies for the mak- 
ing of laws rather than for the making of opinions. 
That this change has been accompanied by a loss in 
salutary influence of legislative bodies is, I think, un- 
questionable. No longer do the members strive to im- 
press their several convictions on the whole body of 
which they form a part; they strive rather to form a 
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compromise in which the interests of the part which 
they represent shall have adequate recognition. This 
substitution of compromise for conviction as the ideal 
of legislative activity is perhaps the greatest and most 
pervasive evil under which our political machinery 
suffers. It shows its effect in the demoralizing princi- 
ple that the representative should be guided in his 
utterances and his votes by the opinions of his con- 
stituents, rather than by his own—a principle which, in 
spite of all protests, has come to be generally accepted 
in practical politics. It deprives the member of the 
legislature of the educational influence incident to his 
position. It makes him an agent not only of his dis- 
trict, but of his party within his district. It manifests 
its results in appropriation bills, where the members 
who stand up for the general interest of the treasury are 
increasingly rare, and those who make claims for the 
expenditure of money on behalf of their localities—and 
often on behalf of private interests within their locali- 
ties—become constantly louder. It shows itself even in 
general legislation, where the character of modern 
statutes as a patchwork of private demands has become 
only too notorious. 

All this has gone so far as to produce a change in the 
public estimate of parliamentary bodies. The glorifi- 
cation or idealization of the legislature, so common in 
generations immediately gone by, is rapidly passing 
away. In matters of municipal government we are less- 
ening the application of the old representative system— 
giving more power to the mayor and those persons ap- 
pointed by the mayor, and less to the representatives of 
the several districts; because, with the amount of busi- 
ness that is done by the ordinary municipality, we can- 
not afford to let the general interests of the whole be 
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plundered in behalf of the several parts. The same 
tendency shows itself in connection with state legis- 
latures, whose sessions are now being made less fre- 
quent, and whose sphere of action when they do meet is 
being narrowed by constitutions and other instruments 
providing for a reference of all more important laws to 
the people direct. It is not necessary for the purpose 
of this argument to say whether this change be an im- 
provement or not; it is at any rate a significant sign of 
the trend of the times. The abandonment of the duty 
of debate as to the common interest and the substitu- 
tion of the work of negotiation as to the private and 
partisan interests within the several districts, have often 
converted the representative assembly from a source of 
public safety to one of public danger. 

The causes which have prevented competition in 
business and representative government in politics from 


fully safeguarding the interests of the community in the 
days just gone by are likely to be accentuated in the 


near future. 

Improvements in machinery and in business organiza- 
tion during recent years have developed to such an ex- 
tent that competition, in the old sense, is in many lines 
a thing of the past. It can no longer be utilized with- 
out loss of public as well as private economy. We can- 
not have parallel railroads or competing water works. 
without a loss, either from increased expense of plant 
or diminished convenience in service. We cannot, in a 
great many lines of manufacture, have competition as 
we had it twenty-five years ago, without disastrous 
fluctuations in price and the danger of commercial 
crises due to irregular investments of capital. All these 
facts are so familiar at the present day that it is useless 
to enlarge upon them. Business has become a trust, in 
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a sense far different from that which the accidental ap- 
plication of this word has carried with it,—a thing in- 
volving a delegation of power by the public to the hands 
of afew men, which they are able, if they please, to 
misuse to the detriment of others without being im- 
mediately overtaken by any legal or commercial penalty. 
That they will themselves suffer in the long run from 
such misuse of powers entrusted, is very probably true ; 
but the reaction upon them is so indirect that we can- 
not rely upon it as a protection to commercial society 
in the way that we could rely on everyday competition 
in the smaller and more individualized business of fifty 
years ago. The correctives to the abuse of individual 
selfishness in the commercial world today are so much 
less immediate and automatic than they once were that 
very few persons now preach unlimited competition as 
a means of promoting the general good. So marked, 
indeed, is this reaction that there is danger of our hav- 
ing too little confidence in individual initiative in the 
immediate future, and of regulating these trusts by ex- 
ercise of public authority, which may prove in the long 
run less wise than private enterprise itself. 

A similar change is taking place in matters political 
as weil as industrial. Not only are our municipalities 
giving examples of combined action in the way of pub- 
lic works undreamed of a century ago, but our nations as 
a whole are undertaking yet larger combinations in the 
shape of colonial empires. What will be the ultimate 
result of this last change of national character it is far 
too early to predict; but this is certain: that it will 
necessarily be accompanied by a recognition of the fact 
that public office is a public trust more fully than it has 
been recognized in the past. A federation of states of 
approximately equal strength may govern one another 
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ona principle of separate pursuits of selfish interests ; 
and although there will be some aggregate loss through 
the preference of local interests to general ones, there is 
likely to be at least a relative fairness when each mem- 
ber of the federation is strong enough to secure its own 
share of the plunder and to protect itself from undue 
imposition. But when we come to administer the affairs 
of a weaker nation to which we do not and cannot give 
political autonomy, the evils of the old system become 
so obvious and the need of ideals in politics becomes so 
exacting that even those who in their past public life 
have scoffed at the conception of a higher law than their 
own selfishness, are, under the new conditions. com- 
pelled by very shame to appeal to such a higher law. 
The more completely our undertakings, whether private 
or public, industrial or political, take the character of 
trusts, the more impossible does it become for those who 
are placed in authority to represent personal or class in- 
terests without gross violation of what we, in our every- 
day life, recognize as fundamental dictates of sympathy 
or of justice. 

If it were true that each man’s mental horizon were 
bounded by his class interests; if the man who claimed 
to look beyond them were sure to be regarded as a hypo- 
crite and were likely to be abused as self-deluded ; if we 
were constitutionally inaccessible to any political mo- 
tives higher than those of rational egoism ; this would 
simply mean that we were fundamentally unfit for the 
task that is before us. It would mean that the trusts 
which were placed in the hands of our citizens by the 
new conditions of business and of politics, were of a 
kind which we could not fulfil. It would indicate that 
the largeness of our problems would ruin us morally 
and politically, as Rome was ruined by her imperial 
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problems two thousand years ago. But I have faith to 
believe that this is not the fate marked out for us to-day. 
I believe that the American people and the modern civ- 
ilized world in general will solve these problems, as they 
have solved other problems which have come up in the 
successive phases of their history; that we shall meet 
the new collective needs of industry and government 
with a true collectivism of spirit and purpose. Not 
with that superficial collectivism or socialism which, 
like the individualism that it strives to supersede, often 
makes too much of mere political machinery, and be- 
lieves that men are to be saved by their institutions 
rather than their characters; but with a public spirit 
which demands, as a part of the national ethics, that 
men shall shape their course on the basis of conviction 
rather than of compromise, and that public discussion 
shall look toward a common understanding rather than 
a bargain. Because the political and commercial meth- 
ods of the past have led to compromise rather than con- 
viction, or because the successful man of affairs must be 
ready to compromise where he fails to convince, let us 
not say that all politics and all commerce is but a tissue 
of compromises, and that a political or commercial 
science which pretends to be something broader and 
better than this, is an illusion. Let us as economists 
take the opportunity that lies before us, in the face of 
new conditions for whose treatment the old methods are 
proving themselves inadequate. Let us employ our un- 
derstanding with regard to public needs as a means of 
evoking public spirit. Let us use whatever special 
knowledge we have with all.the breadth of purpose 
which it is in our power to attain, and make ourselves, 
as becomes men of science, representatives of nothing 
less than the whole truth. 





DISCUSSION OF THE PRESIDENT’S ADDRESS. 


LED BY JOHN R. COMMONS, NEW YORK, BUREAU OF ECONOMIC RESEARCH, PRO- 
FESSOR E. R. A. SELIGMAN OF COLUMBIA UNIVERSITY, AND PROFESSOR L. M. 
KEASBEY OF BRYN MAWR COLLEGE. 

Mr. Commons: The reason given by President Had- 
ley why the economist should exert more influence in 
politics is that he represents the nation as a whole, and 
in the conflict of class interests it is important for social 
prosperity that there be one class of leaders who will 
keep in view the permanent welfare of the aggregate. 
The economist should not descend to be the spokesman 
of aclass, like the politician, but he should retain his 
position as spokesman of all. 

Whatever meaning may be given in practice to this 
statement, I have no doubt that all economists of stand- 
ing have guided themselves by a sincere desire to pro- 
mote the best permanent welfare of society. They 
would certainly be unworthy the name of Jolztical 
economists and much more unworthy a hearing from 
the public if they were not animated by such a desire. 
And it may turn out, that, by a sufficient refinement of 
the definition of “economist” and “class”, we may 
reach the point, where there will be no difference be- 
tween our views. But as it seems to meat present there 
is a practical difference which will appear as I proceed. 

The question as introduced by President Hadley last 
year, and as now repeated, brings up the practical question 
as to the method by which the economist can acquire a 
positive influence on legislators, judges, and executives 
in the formation and execution of laws. In his former 
paper' he made the distinction between economists who 


'The Relation between Economics and Politics. Economic Studies» 
Vol. IV, No. 1., Feb., 1899. 
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devote themselves to social theory and the theory of 
utility and those who devote themselves to the practical 
questions of current politics. Economists in our day 
had lost their influence in politics because they had 
turned from practical questions to theoretical questions. 
I take it that we are discussing the same question now. 
The question is not what should be the position of the 
speculative philosopher but of the practical economist. 
It is a question of method. 

Taking this position it seems to me quite plain that 
to have influence he must have the ear either of those 
who control legislation or of those who are striving to 
get control. To do this his doctrines, and especially 
their practical application, must be in harmony with 
the interests of one side or the other. Neither side will 
consult him on the ground of his claim to represent the 
nation as a whole. ‘They consult him because he is the 
one man who shows to the nation as a whole that the 
interests of that class are for the permanent interests of 
the whole. 

1. Class Motives.—It will doubtless be agreed that if 
the economist is to have influence he must strike some 
dominant motive in the minds of those who listen to 
him, or he must educate such a motive. There are two 
motives which pertain to this question—they may be 
called the motive of Jatriotzsm or public spirit, and the 
motive class-interest. These I take it, are both dif- 
ferent from se/f-znterest. I should line up these motives 
along with those distinctions to which President Hadley 
has called our attention. I should say the motive of 
patriotism is the motive to promote “the permanent in- 
terests of the community ”, z. é., the motive correspond- 
ing to the “theory of prosperity”. The motive of self- 
interest is the motive dominant in each of the cats 
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which struggle for one bird, each of the bosses who 
compete for one workman. The motive of class interest 
is mid-way. It is more than self-interest, because it 
means that the two bosses or the two cats must combine 
their forces, must for the time cease their individual 
struggle, and must join together for common action 
against another class. Class interest takes a man 
partly out of himself and gives him the spirit of sym- 
pathy and self-sacrifice for the other members of his 
class against whom he may hitherto have been fighting. 
Patriotism takes him still further from self-interest—it 
leads classes and parties to forget class struggles and to 
join together for common action against a national foe. 
Foreign war is the extreme case of the patriotic motive. 
It is found, however, at all times but is not so 
spectacular. 

All these motives exist in different proportions in dif- 
ferent individuals and in different proportions in the 
same individual at different times. Which are the 
most powerful? That depends on circumstances. 
When there is no national or class struggle at its crisis, 
then individuals settle back upon their self-interest. If, 
however, those who have common interests find them- 
selves imposed upon by another class with common in- 
terests, then their class interest becomes a more power- 
ful motive than self-interest. As a matter of fact we 
find that economists have had their greatest influence at 
these critical points of class struggle, when they have 
helped to shape the legislation of a class just acquiring 
new power. (Classical economists 1815-45 in England. 
Protectionist economists in United States 1840-1900). 

In a free country the patriotic motive is most power- 
ful of all, and dominates all others at periods of national 
crises. The reason is because in a free country all 
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classes have an equal share in government and they 
feel that the nation is the guardian of all their other 
interests. If there is class domination—if one class op- 
presses others, and the others have given up hope of 
getting justice and a share in the government, then 
class interest or self-interest remains the dominant mo- 
tive and they will sullenly see their country defeated 
by foreigners—(compare United States with Spain, 
Great Britain with India.) 

Consequently only in those countries where the class 
struggle is recognized as such and where the govern- 
ment has been organized in such a way as to give hope 
of fair play and justice to all the different class interests, 
is it possible to have this motive of patriotism which 
looks out for the general welfare. Failure to recognize 
the class struggle and to make a place for it means des- 
potism of one class over the others. It is to the interest 
of the dominant class to refuse to recognize this 
struggle, and the economist who refuses to recognize it 
is playing into their hands. He is preparing the way 
for their despotic rule, and that means the crushing out 
of the spirit of patriotism in the excluded classes. If 
the economist truly represents society as a whole he 
should strive to give the excluded classes a larger and 
more just legal share in government and industry. In 
that way he would cultivate the motive of patriotism 
which is the motive to which, as the supposed repre- 
sentative of the whole, he must appeal. 

2. Class Representation.—President Hadley has with 
deep insight connected in this discussion the two insti- 


tutions of representative government and competition, 
both of which he asserts have broken down or are in 
the process of disintegration. First, as to representa- 
tion. I should hold that the break-down of the repre- 


5 
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sentative system proceeds from exactly the opposite 
cause from the one he mentions. It has broken down 
not because it represents classes, but because it has 
ceased to represent classes. At the time of its greatest 
glory, of which he speaks so highly, representative 


government was the representation of an exclusive 


class, the corporations of merchants and manufacturers 
and the land owners. The wage earners, numbering 
three-fourths to four-fifths of the present voters were ex- 
cluded, also Catholics, Jews, unbelievers. Such a 
parliament could indeed come together to confer, com- 
pare notes, educate the public, and take united action. 
There are, it seems to me, two fallacies of historical inter- 
pretation in President Hadley’s account of Parliament 
and Congress. The first is in seeming to hold that the 
King was above the party or class system, and the 
second in holding that representation of localities is 
identical with representation of classes. 

1. He holds that the work of the early parliaments 
consisted in the creation of a “ united public sentiment 
of the English people,” and in rousing them to “ resist 
the extensions of the royal prerogative to which, in the 
absence of such common action they must separately 
have fallen victims.” I agree with this, but I would 
point out that what Parliament really did was to arouse 
the middle class and the excluded classes generally to 
unite against the dominant class, and that dominant 
class was simply the party of prerogative, or the court 
party, with the King asits boss. The King was not 
some deus ex machina, but he was one party to the class 
struggle. He shared his prerogative with his courtiers 
and defenders, in the-form of monopolies, benefices, of- 
fices, privileges, tax exemptions and the like. The ex- 
cluded parties and classes demanded a share of these 
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privileges, a voice in the government, and they suc- 
ceeded in the Bill of Rights, which in 1688 gave parlia- 
ment a veto on the king, 2 ¢, it gave the aristocracy 
and the corporations of the towns an equal voice with 
the king in framing laws. It meant the forcible admis- 
sion of a subordinate class or party into sovereignty 
through their chosen representatives, and this is what 
is meant when we say that England was transformed 
from an absolute monarchy, or a despotism, to a consti- 
tutional monarchy. A constitutional government is 
one that recognizes the existence of antagonistic classes 
and opens up its frame-work to the equal influence of 
the two or three classes in the form of the mutual veto 
—the King with a veto on Parliament and Parliament 
with a veto on the King. 

2. This brings me to what I consider the second his- 
torical fallacy, z. e., the assumed identity of representa- 
tion of localities and representation of classes. When 
the representative system originated it was primarily a 
representation of organized classes and only secondarily 
of localities. The merchants’ and manufacturers’ guilds 
and corporations of the towns elected their representa- 
tives in exactly the same way as a private corporation 
would now elect its president or attorney. They sent 
their leading men to parliament, and if they did not have 
a member competent they chose an outsider from any 
part of the kingdom, just as they might choose a lawyer 
to plead their cause. Indeed the early parliaments were 
strictly national conventions of merchants and manu- 
facturers which sent a committee occasionally to the 
King with petitions, just as similar associations now 
petition congress. They finally joined with the similar 
conventions of smaller land owners and the two together 
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forced permanent recognition with a veto on the king, 
in the form of the House of Commons. 

It happened that this representation of organized 
classes was also a representation of localities. The co- 
incidence was an accident. It was because the suffrage 
was limited to a single class in each locality. Only the 
members of the corporations in the towns and the land 
owners in the county could vote. Since that time uni- 
versal suffrage has been adopted on the ground that the 
wage earner should be represented. But the result has 
been simply to throw several antagonistic classes into 
the saine constituency, and require them to elect one 
man by a majority vote who shall represent them all. 
This was easy enough when but one class voted by itself. 
It could then elect its own leading representative man. 
But to throw antagonistic classes into the same pen and 
require them to elect one man, who should represent all, 
compels them to elect not a man who represents a class 
but a compromise candidate who represents none. The 
really leading class representatives have enemies in 
other classes and cannot get a majority. The compro- 
mise candidate has no bitter enemies and he has no en- 
thusiastic friends. He does not stand for principles or 
convictions. He is simply the tool of the boss. The 
boss is the man who is shrewd in manipulating these 
class antagonisms and in selecting these compromise 
candidates, who can get a majority out of conflicting in- 
terests. A system of this kind does not represent classes. 
It represents localities and irresponsible bosses. A truly 
representative assembly, framed on the basis of the early 
parliaments which President Hadley approves, would be 
one to which the different organized classes elected their 
own representatives as the older guilds elected their mem- 
bers of parliament. Let the labor unions, irrespective of 
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locality, come together and elect their members of Con- 
gress just as they elect the presidents and secretaries of 
their unions. They would then elect to Congress such 
men as Gompers, Sargent, Arthur, Debs and the like. 
These would be the true representatives of the wage 
earning class. Let the bankers elect their representa- 
tives by themselves. They would elect men like Gage, 
J. Pierpont Morgan. Let the trusts elect theirs. They 
would elect Rockefeller, Carnegie, Havemeyer, Flint, or 
rather they would elect their great attorneys like Dill, 
Burke Cochran, Joseph H. Choate. The railroads would 
elect Depew, the express companies would elect Platt. 
The Farmers’ Grange would send its president, Aaron 
Jones, the Farmers’ Alliance would send its president, 
Gardner, the Anti-trust League would send its president, 
Lockwood, andsoon. Insuch a Congress these various 
interests might also send economists, men like Gunton, 
Hadley, Taussig, on one side, and men like Bemis, Ely, 
Henry George on the other. 

Such an assembly I should call representative in the 
original historical sense of the word. It would not be 
exactly suited to modern conditions because the suffrage 
has been given to many classes which are not yet or- 
ganized. But it illustrates the principle of true repre- 
sentation. There whould be no compromise representa- 
tives. Each class would be represented by its ablest 
and authenticated spokesmen. There would be no op- 
portunity for a boss behind the scenes, who could him- 
self not get elected, yet who would be able to name the 
spineless trimmers who now pretend to represent the 
people. 

Such an assembly would throw a very different light 
upon the question of compromise. As long as class 
antagonisms really exist they will assert themselves, and 
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the only alternative is civil war and class domination 
or mutual concession. But it is all the difference in the 
world as to who are the men who make the concessions. 
If they are the real leaders of the different classes, then 
we may look for broad minded, patriotic compromises. 
For the true leaders of a class must have two leading 
qualities ; they must have tenacity of purpose, but they 
must also understand the claims of the opposing class, 
z. e., they must be broad minded and patriotic enough 
to see that civil war must be avoided, that other classes 
have rights, and that a point gained now, is a new 
vantage ground for another point in the future. These 
are the only kind of men that can permanently lead a 
class to victories. Labor unions have just such men as 
their leaders, and so do capitalists, and they are making 
these compromises every day in industry. What is 
needed is a representative assembly which will bring 
them together with the leaders of all other classes, so 
that they can make similar compromises in politics. 
But on the other hand President Hadley is right in criti- 
cising the present log-rolling kind of compromises. 
These are not true compromises. They are nade by men 
who represent nothing, who have no convictions, no 
principles, and are simply usurpers who have by 
their cunning gotten possession of our electoral ma- 
chinery. Their so-called compromises are only secret 
dickers. The evil is mainly a mechanical one and re- 
quires a readjustment of governmental machinery, 
similar to that which was made in 1688 by the Bill of 
Rights, so that all classes will have their actually repre- 
sentative men in legislation. “As long as an economist 
does not recognize the existence of classes he will fail 
to see the need of this readjustment of electoral ma- 
chinery, which shall represent classes. 
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3. Class competition.—President Hadley has drawn a 
valid distinction between competition of classes 
and competition of individuals within a class. He 
has asserted that the kind of competition which 
economists would see perpetuated is that between indi- 
viduals within a class, by means of which the other 
classes of society are benefitted. He says that modern 
civilized communities have so regulated the struggle 
for existence that third parties are benefited. This is 
unquestionably true as far as it goes. But I would 
ask, what is meant by the word “community” which 
he uses? Is it “society as a whole” that has so regu- 
lated competition? Society has not done so. On the 
contrary, it seems to me that the competition of indi- 
viduals within a class has been forced upon that class 
by the opposing classes in society. If a class were left 
to itself its members would come to an understanding. 
They would get rid of competition between themselves 
and would agree to exploit the other classes in common. 
Adam Smith says that capitalists are always in a tacit 
agreement to keep wages down to a minimum. The 
way in which competition works seems to be as follows. 
Members of the same class are in competition with each 
other. The weaker are crushed out. The number of 
competitors becomes smaller and smaller. Finally but 
one is left. The entire institution becomes a monopoly. 
The head man dominates his own class and dominates 
all other classes. ‘This phenomenon has occurred in 
every social institution. Feudalism ended in the abso- 
lutism of the principal feudal proprietor and we call 
the institution an absolute monarchy. The church 
ended inthe papacy. Political parties have ended in 
the concentration of power in the hands of one man, or 
of the “machine”, and we call it “boss” politics. 
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Business corporations have ended in concentration in 
the hands of a small number of directors of a monopo- 
lized corporation, and we call it a “trust.” ‘The prin- 
ciple is universal. Now when this monopoly stage of 
an institution is reached, there are three possible alter- 
natives. First, progress may stop. The leaders of the 
class may hand down their power to successors. In 
national government we call this “despotism.” In 
politics we call it “bossism.” In industry President 
Hadley would perhaps call it “trusteeism.” But it is 
the same in all. It is rule by the monopolized head of 
a single class, who distributes among his cqurtiers, sup- 
porters, and henchmen, the prerogatives of his position, 
and in this way he attaches them to his interests. 

Such a system of absolutism always finds its de- 
fenders. But they always defend it upon the ground 
that it is the best thing under the circumstances for the 
nation as a whole. Bossuet was the eloquent court 
preacher to Louis XIV. He believed in hereditary ab- 
solutism. He thought the selfish wills of antagonistic 
classes could be crushed for the common good only by 
the absolutism of superior force. But he was a noble 
and fearless man. He saw that the power to protect 
is the power to oppress. He preached often on the 
“duty of kings.” He turned to Louis and said, “O, 
King, use your power easily, for it is given to you of 
God for the welfare of men. Exercise it with humility. 
Do not forget justice, for God, who gives you irresponsible 
power over others, holds you responsible to Him. The 
greater your power, the more severely will He judge 
you at the last day.” 

I can understand such an attitude of mind. I can un- 
derstand how the modern economist who sees that our 
representative government has broken down and has 
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fallen into the hands of bosses; who sees that we are 
compelled to govern 10,000,000 Asiatics without their 
consent and without giving them a share in our govern- 
ment; who sees that the voters in our cities are better 
governed by Platt and Croker than by themselves; who 
sees also that our competitive system has broken down ; 
that the managers of our great monopolies have become 
“trustees” in more than the “accidental application of 
this word”, and that ‘they are able if they please to 
misuse this power to the detriment of others without be- 
ing immediately overtaken by any legal or commercial 
penalty”; I can see how the modern economist who sees 
these new developments without seeing any democratic 
solution for them, should in a noble and fearless spirit 
become court preacher to the political bosses and the 
irresponsible trustees. He says to them, “ Natural selec- 
tion has preserved you as the survival of the fittest. It 
has given these Asiatics, these working men and farm- 
ers, into your keeping. Remember your position is one 
of trust. You are free from competitors. There is no 
legal penalty for abuse of power. You are not responsi- 
ble to them. I do not know what God will do in the 
matter. But anyhow, be good to them. Show them 
sympathy and justice. If you do not I shall denounce 
you.” 

Now, in speaking thus I admit that I exaggerate the 
position of President Hadley, as he views it. But I see 
no other outcome of his position, and in a question of 
this kind we are all to be judged by the practical out- 
come of our teaching. I have no doubt that an econo- 
mist who takes this position will accomplish great good 
for society asa whole. He will have an influence in 
politics. But notice that he will shut out from political 
influence all the economists who do not have the ear of the 
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bosses and the trusts. He is the defender of the institu- 
tions by which these men have gained power. As such 


he has their ear. But he makes a distinction between 
the good man and the bad man who possesses the power, 
between their good and bad use of their power. As such 
he is their needed critic. But other economists who do 
not endorse the necessity of absolutism or trusteeism, if 
they are to have political influence, must get it through 
those classes who resist these absolutist institutions. If 
they can show that there is another solution to the prob- 
lem, if they can show that there is a safe and rational 
method by which these excluded classes can share in the 
control of these institutions and by which the prosperity 
of the whole will be at the same time promoted, then the 
other classes will take up their arguments and will use 
them as the social justification of their class struggle. 

In doing this the other economists will also have an 
opportunity to emphasize the interests of the permanent 
welfare of society as paramount to class interest. But 
the best work of both sets of economists as preachers of 
social morality will be done when they preach to their 
own class. As long as their economic arguments are 
used in the main to justify one class against the others, 
the others will resent their moral exhortations as imper- 
tinent and hypocritical. 

I said that there are two different methods by which 
the excluded classes can attack the privileged classes in 
their privileges. One is by breaking down the monopo- 
lies and exclusive privileges of the dominant class and 
forcing admission for the zadividual members of their 
own class. The other is by forcing admission as an or- 
ganized class through their representatives into part- 
nership with the monopolist and sharing with him by 
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means of a mutual veto the government of the monopo- 
lized institution. 

The former was the method advocated by Adam 
Smith. Smith was the radical economist of his time. 
President Hadley says of Smith that “‘ by showing the ef- 
ficiency of competition as a regulation of prices and an 
increase of useful production, he furnished a powerful 
defense of the existing social order”. This is doubt- 
less a prophetic use of the term “existing”. If Adam 
Smith defended the existing social order, it was existing 
in posse and not 7m esse. From beginning to end he at- 
tacked the ancient existing privileges of the dominant 
classes in English politics. These were two classes of 
what were really hereditary aristocracies. ‘They were 
the corporations, or guilds, of merchants and manufac- 
turers in the towns, and the landed aristocracy in the 
counties. The privileges and monopolies which he at- 
tacked were found in the laws which they had enacted 
for their own protection. These were the protective 
tariffs, bounties on exportation of corn, the statutes of 
apprenticeship, laws of settlement, laws against combi- 
nations of laborers and capitalists, the exclusive privi- 
leges of what he called “corporations, trades, crafts, 
and mysteries”, and the majority rule of these corpora- 
tions by which they tied the hands of the minority. In 
making this attack Adam Smith furnished the argu- 
ments by which the capitalist class were able to enlist 
the laborers and all the excluded classes in a success- 
ful attack on the existing dominant classes. The result 
was that the monopolies of the dominant classes were 
broken down by the attack of the excluded classes. 
Competition was henceforth forced upon the members 
of the dominant class, and, not only this, but the capi- 
talist class secured admission to these privileged ranks on 
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equal terms of competition. Thus the resulting competi- 
tion between individuals of one class for the benefit of so- 
ciety as a whole was itself the great aim and chief result of 
a class struggle. Had the subordinate class not been suc- 
cessful, then industry would have petrified in an heredi- 
tary caste system, as in India, and there would have 
been-no prosperity of the whole. 

The other method or democratizing an institution is 
to get admission as an organized class. This was done 
by the aristocracy and middle classes in the revolution 
of 1688 in the case of the national government, wherein 
parliament was given a veto on the King, and all laws 
had to be henceforth approved equally by the King, the 
Lords, and the Commons. This method is necessary 
where the monopoly cannot be abolished. Adam Smith 
was able to show how the exclusive privileges could be 
done away with altogether. It was not so with the in- 
stitution of government, which had to remain a mo- 
nopoly and could not go back to feudalism. 

We are in asimilar position to-day respecting trusts 
and political parties. If these two kinds of monopolies 
can be abolished, then there ought to be economists who 
will show how to doit. The monopoly in politics, or 
bossism, may possibly be abolished by direct legislation 
or by proportional representation. If it cannot be 
abolished then there will come laws like the Primary 
Reform laws recently enacted in several states, where 
the rank and file are legally admitted to a vote in the 
election of the boss. In the case of trusts, if they can- 
not be abolished, then the other remedy is to give the 
people a voice in electing the trustees. How this car 
be done, which method is suitabie to different cases, are 
matters for economists to discover. Only those will 
attempt the discovery who see the need, z. e., those who 
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on the whole feel that the welfare of society will be 
best promoted by uniting the excluded classes for an 
attack on the privileged classes. 

That this points a radical difference between President 
Hadley’s position and mine, and that our contention is 
not merely one of words, nor is it an obverse and re- 
verse statement of the same position, is shown by the 
practical conclusions drawn. While he holds that there 
is but one form of government, namely government by 
the boss of an institution controlled by such public 
opinion as the leading thinkers and preachers can bring 
to bear, I hold that there is another possible form, 
namely, government by the different interests and 
classes which hitherto were subject to the boss. This 
also is controlled more or less by public opinion, but it 
is essentially different from the former. If we must 
wait for public opinion, led by economists and social 
moralists, to control the bosses in industry and politics, 
then we are only waiting for a harsh despotism to be- 
come a paternal despotism. But if we recognize the 
social classes which are struggling for a share in these 
despotisms, then we can look forward, not to a persist- 
ent absolutism, but to a democratic government of in- 
dustry and politics, where the subordinate and excluded 
classes gain a /ega/ control over their rulers and are not 
forced to content themselves with the vagueness of 
merely moral control by public opinion. In other 
words failure to recognize social classes means paternal- 
ism based on the survival of the strongest; while 
recognition of social classes means self-government 
based on legalized justice between classes. 

In conclusion I believe that the economist in working 
through social classes is working through the greatest of 
social forces. Class struggles are a condition that make 
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for progress, and their absence indicates stagnation. At 
the same time the economist does not represent a social 
class in the way that the lawyer, the labor leader or the 
politician does. He does not depend upon the class for 
election. He chooses hisown ground. He isa pioneer. 
He begins from the social standpoint, and works to the 
class standpoint. He sees that social classes are not 
permanent divisions in society. They are historical 
categories. They are temporary and shifting. They 
give way to new divisions. For this reason the eco- 
nomist may even create a class. At least he often unites 
different classes. This Adam Smith did. The later 
economists who followed Smith, like James Mill, Senior, 
Fawcett, were more closely allied to the capitalist class, 
because they attacked both the aristocracy and the 
laborers; and they were the economists who have had 
the strongest influence on politics, for they directly aided 
in abolishing the protective restrictions and poor laws 
of the aristocracy. But Smith had not distinguished 
clearly between capitalist and laborer. At his time 
their interests had much in common, and he was able to 
show this and to bring them together. But he did not 
represent the nation as a whole. He did not represent 
the aristocratic classes. He attacked them. It may be 
said that he believed they stood in the way of the nation 
as a whole, and must therefore be sacrificed for the good 
of all. If that be so, I cannot see how he can be said to 
have represented them. They believed that they also 
stood for the good of the nation, and they resented any 
claim on his part to speak for them. To the aristocrats 
actually in the struggle it appeared that they were to be 
sacrificed for the good of upstart capitalists and the de- 
struction of England. It remained for the succeeding 
century to answer positively as to which class was right. 
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Adam Smith doubtless was honest, but so were the de- 
fenders of the existing order. In fact they had prestige 
and history back of them, while he had only his argu- 
ments. He was not bitter nor partisan; he was only 
philosophical. But for this very reason he was com- 
pelled to see that the economic institutions of his time 
were framed in the interest of the dominant classes, and 
that these classes were but a part of, and actually stood 
in the way of, the nation as a whole. As economists I 
believe we would stand on safer ground if, when our 
conclusions lead us to champion the cause of a class, or 
of a group of classes, or to expose another class, we 
should come squarely out and admit that it is so; not 
because the class interest is foremost in our minds, but 
because the class is the temporary means of bringing 
about the permanent welfare of all. We doubtless 
should always be guided by an honest striving for the 
welfare of all. We should never be blindly bigoted nor 
partisan nor committed irrevocably to a class position, 
with its bad as well as its good. We should be broad 
minded like Smith. But we should admit that we differ 
among ourselves, and that our fundamental differences 
coincide in general with class antagonisms in society. 
We are a part of the social situation. History alone will 
decide between us. Our present vision is limited. For 
this reason we ought to acknowledge that no one man is 
great enough and good enough to stand solely and at all 
times in practical politics for the nation as a whole, but 
that all men in a free republic are also moved by the 
same spirit of patriotism. We ought to acknowledge 
that the nation as a whole is represented by the ac- 
credited representatives of all classes; that no man can 
honestly represent a class in which he does not believe. 
It is out of the combined result of public-spirited men 
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contending for their own convictions and authorized to 
speak for others whose convictions are the same, and 
who are able to make concessions in the interest of all, 
that all of society is truly represented. Not the indi- 
vidual economist, but the assoctated economists represent 
the permanent interests of the nation as a whole. 


Professor E. R. A. SELIGMAN—Ladies and Gentle- 
men: ‘The time is so far advanced that I shall detain 
you only a very few minutes by bringing out some of 
the salient points of difference and what seem to me to 
have caused all that misconception between the two 
speakers who preceded me. The views of the last 
speaker have put such an entirely new light upon the 
whole controversy that it seems more important perhaps 
to call attention to what is in my opinion the fallacy un- 
derlying many of his own statements rather than to dwell 
so long as I had expected upon what seem to me some 
of the weaknesses of our own president’s statements. 
Now in what I see the controversy can really resolve 
itself into this statement. Here is one speaker who tells 
us there is no such thing as class interests at work and 
that all political action and that all economic theory is 
really formed and guided by our own view of the gen- 


eral future of public interest itself. Here is another 
class of thinkers who assert that all political action and 
economic theory is simply the outgrowth of class inter- 


ests and must always remain so. Now is it not possible 
that there may be an element of truth in both these 
statements? Is it not typical of all human advance 
itself that we have these two elements working away 
continually among us? On the one hand what we may 
call the selfish interest, on the other the class interest. 
Or if you analyze it further we may see that class inter- 
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est is really a subdivision of the larger selfish interest. 
Is it not true that every individual is moved not only by 
self-interest but also by class interest? In last resort, 
individuals, like classes, like nations, are guided by two 
different sets of motives—the one the selfish, the other 
the unselfish ; and all social life consists in the result of 
the balancing of these two motives. Social and politi- 
cal life, on a larger scale, bear some analogy to married 
life on a smaller. In married life we deal with two in- 
dividuals, each of whom has been accustomed to look 
after his or her own individual interest, and who, in the 
long run, continues to do so. But they find in this 
union a higher synthesis, a happiness which is based on 
the sacrifice of self, but which will in the end redound 
to the best interest ofeach. It is only in these considera- 
tions that we can find a common meeting ground for 
those philosophers who base their theory of morality on 
the doctrines of sympathy, and those who base it upon 
self-interest. It is because in the higher synthesis, self- 
interest is really transmuted into the common interest. 
Just as in public finance we speak of the private and 
the collective interest of the tax payer, so in ordinary 
economic life we speak of the individualistic and of the 
socialistic interests of the citizen. Translated into or- 
dinary language we say that every one is guided by two 
forces—the purse and the conscience. It is often diffi- 
cult to see in last analysis which is the more important, 
or which is at any given time the controlling factor. 
Consider, for instance, what is going on in international 
morality to.day. There is no doubt that every nation 
heretofore, as every individual, has been looking pri- 
marily after its own interests. And yet, what means 
this recent movement in the direction of peace? It 


means that we, as nations, are realizing that our own 
6 
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self-interest will be benefitted in the long run by being 
merged in the common interest of humanity, and that, 
in the final result, there will be this union of self and of 
common interest. If we were to apply this idea to 
the problem in hand, much of the seeming opposition 
will have disappeared. It will be recognized that the 
world naturally moves forward only by a softening of 
prejudices and by the effecting of union between war- 
ring interests. In representative government we are 
trying to voice, not the single interests of the individual 
or those of the class, but the interests of the body politic 
as a whole, although we can frequently approach that 
result only through the avenue of self-interest. So far 
as we are gradually reaching that goal of harmony of 
interests, it seems to me that representative government 
is one of the chief forms of progress. It is indeed true 
that in the last few years we see less importance at- 
tached to representative government, partly for the rea- 
son that President Hadley mentioned, namely, the fact 
that the growth of public opinion has taken to a large 
extent the place of discussion in earlier representative 
bodies. But it is just this fact that makes for progress, 
and gives us the hope that, as time goes on, the real 
harmony of interests which is itself so largely the out- 
growth of class struggles, will ultimately be synony- 
mous with the best interests of every class. If democ- 
racy means anything at all, it does not mean simply 
that the third and fourth estates are coming to the front, 
but that the interests of all are gradually being voiced 
in this higher union of common advance and social pro- 
gress. 

While, therefore, in the case of political action, there 
is in reality substantial agreement where there seems to 
be diversity of opinion, the same cannot be said of the 
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other branch of the discussion —the attitude of the 
economist. We would all, I think, agree with our dis- 
tinguished President in regarding his picture of the 
economist as the ideal. I should certainly take issue 
with Professor Commons that the economist can serve 
the public only through the class. I deprecate very 
much the acrimony imported into the discussion, and 
regret that he has seen fit to mention by name individ- 
uals as representatives of certain classes. On the con- 
trary, Iam sure that all economists will energetically 
maintain that so far as they know themselves, they are 
not representatives of any one class. The economist, 
if he is an honest man, tries to represent the common 
interest of society. Yet it may be questioned whether 
our President has not gone too far in the other direction. 
I listened in vain, although with a great deal of care, 
for a refutation of what he called the psychological ar- 
gument of his antagonist. It is true that every indi- 
vidual who discusses social questions does so with a cer- 
tain personal equation; and the President has advanced 
no argument to refute this statement. But this equation 
is not so much the personal equation of any one partic- 
ular class as the personal equation of the whole body of 
society as differing from that of other times and places. 
It is not because Aristotle was a conscious defender of 
the propertied class in Greece that he upheld slavery. 
It was because Aristotle firmly believed that the best 
economic and social interests of that particular time 
were bound up with the existence of slavery, that no 
other economic or social system could have existed at 
that particular time which would have made so much 
for progress. Again, when we select the economist of 
the middle ages, or of modern times, it is not because 
he believes in any one particular class as destined to 
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succeed that he champions and supports a given policy, 
but because he firmly maintains that that particular 
economic system is the one which will be most advan- 
tageous to society at large. The statement of Professor 
Commons that the economist is the representative of a 
class would, if it were true, prove utterly fatal to the 
progress of economic science, and to the self-respect of 
any individual who is attempting to live for the good of 
humanity. The statesman may have to appeal to class 
interests in order to secure his practical ends; but the 
economist, if he has any conception of his real mission, 
will repudiate with scorn the imputation that he is en- 
deavoring to subserve the special interests of any indi- 
vidual or of any social class. 


Professor L. M. KEASBEY: The discussion has taken 
such a turn that I am not inclined at this point to con- 
tribute anything to it. 


Professor E. W. BEMIS: From a somewhat extended 
discussion of this subject with Professor Commons a few 
days ago, I am convinced that his language is capable of 
being taken in a different light from that which I am 
sure he personally feels. It seems to me that the main 
point in issue is after all a question of what we under- 
stand by class interests. I think, for example, that both 
speakers virtually agreed that we should seek the wel- 
fare of most of society, that we should attempt to raise 
the moral tone of whatever social class or whatever 
interest will reach the greatest number. I think that 
they also virtually agreed that we must have conviction, 
positive action, on questions of the day if we wish to ex- 
ert any influence upon them. If we have positive con- 
victions, there will result from them positive interests. 
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The scientific spirit will not necessarily lead us to deny 
that we have such, but rather to frankly state that we 
have, in order to guard against being misunderstood, and 
in order that the personal equation may be made. I 
think further that they both agree that in so far as we do 
have positive convictions, that will necessarily mean the 
antagonism of some dominant and social interest. And 
to that extent we will either antagonize or favor that 
dominant social interest in the interest, as we believe, 
of society as a whole. Now Professor Commons would 
call that supporting a social class, but I don’t think we 
should call it such a name, and to that extent at least I 
should disagree; but I don’t think it should be called 
that, for it is done with a view to general society’s wel- 
fare. So it seems to me that after all there is no such 
gteat disagreement as there seems, if we take it for 
granted that we must approach it from the standpoint of 
the public good. 


Professor MAYO-SMITH said that he did not see how 
an economist could proclaim himself as the representa- 
tive of class interests. Every economist like every 
statesman or politician must declare that he had at heart 
the interests of the whole community. He might ad- 
vocate certain measures coming primarily to the benefit 
of a certain class as ways or means to the general end, 
but the end itself must be the welfare of the whole com- 
munity. Take two eminent names—Mill and Lassalle. 
The former had been classed as a defender of the system 
of free competition, but at heart he was deeply sympa- 
thetic with the efforts of the laboring class to benefit its 
condition. Lassalle was the champion of the Fourth 
Estate, but in one of his most eloquent passages, he had 
portrayed the victory of the Fourth Estate in the com- 
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ing social revolution as of the highest ethical signifi- 
cance because it meant the triumph of the whole people. 


Professor PowERS: I wish the last speaker had car- 
ried his argument a little farther. Is it not possible 
that we may defend the existing order not only without 
espousing the interests of the dominant class but with 
distinct regret that its benefits should accrue so exclu- 
sively to this class. 

Take an illustration. The question of license is up 
for vote and I decide after much consideration to vote 
for it. Am I therefore a representative of saloon inter- 
ests? I vote for what the saloon men want, but I neither 
consume their wares nor visit their places of business. 
None of thei would have the effrontery to congratulate 
me on my accession to their ranks. I have voted for 
what seemed the less of two evils, but regretfully, and 
without sympathy for those who most conspicuously 
profit by my action. 

My illustration does not express my attitude toward 
the capitalist class but it is at least a possible attitude. 
In my own experience there has been nothing to ally 
me in sympathy or interest with that class, aud yet, as 
the result of a long evolution—exceedingly interesting 
to myself—I have come to an attitude if not of favor at 
least of kindly tolerance toward the existing order. Is 
it not a travesty on my position, on my sympathies and 
my convictions, to describe me as a “ representative” of 
the capitalist class? Iam sure from intimate personal 
acquaintance with some of those who have been referred 
to in this discussion as representatives of class interests 
that they do not so regard themselves, and I am con- 
vinced that they correctly estimate their own feelings 
and affiliations. 
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Is Professor Commons willing to accept the conse- 
quences of his own statements? Is he willing to seem 
to be actuated by class sympathies or retained by class 
interests, for such are the implications of the term rep- 
resentative. I confess, from what I had known of Pro- 
fessor Commons, I had conceived a different, and from 
my standpoint, a higher opinion of him. 


President HADLEY: There are two fundamentally dis- 
tinct methods of government—the legitimate and the ille- 
gitimate. Under governments of the former class, be 
they monarchic, aristocratic or democratic, the govern- 
ment exists by the common consent of the governed. 
It is, in other words, based on public opinion. Under 
governments of the latter class, whatever their external 
form, government rests on the power of the governing 
class, be it large or small. This is no new distinction. 
It is as old as Aristotle. The fundamental question for 
us to decide is which method of government we shall 
countenance. The complex forms of parliamentary 
procedure at the present day may obscure this antithe- 
sis; they do not alter the fact of its existence. If we 
are striving to advance the interests of a class we com- 
mit ourselves, as far as in us lies, to class government. 
If we attempt, on the other hand, to promote unbiased 
discussion in the public interest, we identify ourselves 
with the principle of government by public opinion. 
We may, and doubtless shall, make mistakes in attempt- 
ing to attain this end, but we have set our faces in the 
right direction instead of in the wrong one. If we rep- 
resent class interests we may achieve certain petty suc- 
cesses which we should otherwise miss altogether, but 
this very success creates a precedent of the wrong kind. 
If we aim higher and strive to be leaders of public opin- 
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ion, and make our success dependent on the formation 
of a public opinion independent of classes, we shall 
doubtless often fail, but our failure will be of a kind 
which forms a basis of permanent and lasting success, 
for the nation and for the cause of economic truth. 





SENIOR’S THEORY OF MONOPOLY. 
BY PROFESSOR RICHARD T. ELY, LL.D. 


We are beginning to recognize more adequately than 
heretofore the ability of Senior as an economist. When 
for the first time we examine Senior’s economic writings 
critically, we are astonished to find the extent to which 
recent developments of economic theory may be traced 
back to germs in this early economist. The theory of 
value affords an illustration, inasmuch as Senior makes 
value depend primarily upon the limitation of utility. 
The general distinction which Senior makes and em- 
phasizes between subjective and objective elements in 
economics, affords a further illustration. This comes 
out, for example, in Senior’s discrimination between 
wages and the sacrifices for which wages are paid.' 

Perhaps in nothing is Senior more remarkable than in 
his discussion of monopoly, for in this discussion he gives 
evidence of an unusually keen analytical mind. Writing 
in the thirties, when monopoly was, comparatively speak- 
ing, so insignificant, he yet saw the prevalence of 
monopoly in the industrial field more clearly than it has 
been discerned by writers of our own day, when 
monopoly has indefinitely greater significance than it 
had sixty years ago. 

And yet, at the same time, in his discussion of 
monopoly as elsewhere, Senior fails to carry out and 
elaborate his ideas as fully as could be expected from so 
powerful a mind. Naturally, any inquiry into Senior’s 
theory of monopoly will first give attention to Senior’s 
idea of monopoly. To begin with, he distinguishes 


1 Political Economy, p. 129, where Senior notices that ‘‘it is the 
privilege of talent to work not only better, but more easily.’’ 
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sharply between production under circumstances of 
equal competition and under circumstances of unequal 
competition, and then proceeds to explain what he 
means by monopoly and by monopolies, in the fol- 
lowing words : 

“‘ Now it is clear that the production in which no ap- 
propriated natural agent has concurred, is the only pro- 
duction which has been made under circumstances of 
perfectly equal competition. And how few are the 
commodities of which the production has in no stage 
been assisted by peculiar advantages of soil, or situation, 
or by extraordinary talent of body or mind, or by pro- 
cesses generally unknown, or protected by law from im- 
itation. Where the assistance of these agents, to which 
we have given the general name of natural agents, has 
been obtained, the result is more valuable than the result 
of equal labor and abstinence unassisted by similar aids. 
A commodity thus produced is called the subject of a 
monopoly; and the person who has appropriated such a 
natural agent, a monopolist?” ' 

Having given this definition of monopoly, Senior pro- 
ceeds to divide monopolies into four kinds. The first 
class is of those “ where the monopolist has not the ex- 
clusive power of producing, but only certain exclusive 
facilities as a producer, and can increase, with undi- 
minished, or even increased facility, the amount of his 
produce.” * 

Senior gives as an illustration of this kind of 
monopoly the production of yarn by Arkwright, who, 
by means of his patent machinery, was able to pro- 
duce yarn far more cheaply than could any of his 
competitors. Senior says, indeed, that “the cost to Ark- 


' Political Economy, p. 103. 
* Ibid. 
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wright was not one-fifth of what it would have been to 
his customers’ had they undertaken to produce yarn 
for themselves. Arkwright, however, found it to his 
advantage, so we are told, not to produce a sufficient 
quantity to supply the entire market, but to produce a 
far less quantity, giving competitors opportunities to 
produce .at a relative disadvantage while he himself 
pocketed enormous profits. 

A second kind of monopolies, according to Senior, is 
that “which exists where price is checked neither by 
the hopes nor by the fears of the producer, where no 
competition is dreaded, and no increased supply can be 
effected.”' He gives as an illustration the owner of the 
Constantia farm, who is able to produce a limited 
quantity of Constantia wine, a wine, however, which 
can be produced by no one else, and the supply of 
which can not be increased even by the owner with- 
out an impairment of its quality. 

A third class of monopolies “ comprises those cases in 
which the monopolist is the only producer, but, by the 
application of additional labor and abstinence, can in- 
definitely increase his production.”* ‘This is a simple 
case, illustration of which is afforded. by copyrighted 
books. 

“The fourth and last class of monopolies” says 
Senior, ‘exists where production must be assisted by 
natural agents, limited in number, and varying in 
power, and repaying with less and less relative assist- 
ance every increase in the amount of the labor and 
abstinence bestowed on them.”* We have here to 
do with what Senior calls the “great monopoly of 

Political Economy, p. 104. 


? Ibid. 
5 Ibid. 
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land.” Elsewhere he speaks of these monopolies as 
“qualified monepolies”. The wide prevalence of 
monopoly is brought out still more clearly by Senior 
in his discussion of the effects of cost of production on 
price, where he sums up what he has to say as 
follows : ' 

“We have seen that production may take 
place under five different circumstances. 

1. Absence of monopoly ; all persons being capable 
of producing with equal advantage. 

2. A monopoly under which the monopolist has not 
the exclusive power of producing, but exclusive facilities 
as a producer, which may be employed indefinitely with 
equal or increasing advantage. 

3. A monopoly under which the monopolist is the 
only producer, and cannot increase the amount of his 
produce. 

4. A monopoly under which the monopolist is the 
only producer, and can increase indefinitely, with equal 
or increasing advantage, the amount of his produce. 

5- A monopoly under which the mouopolist is not the 
only producer, but has peculiar facilities which diminish 
and ultimately disappear as he increases the amount of 
his produce.” 

It is only one case out of the five in which we have an 
absence of monopoly. Senior repeatedly comes back to 
the fact that monopoly is found everywhere in the in- 
dustrial field. He says, for example:* “It is difficult, 
however, to point out an article, however simple, that 
can be exposed to sale without the concurrence, direct 
or indirect, of many hundred, or, more frequently, of 
many thousand different producers ; almost every one of 


' Political Economy, p. IIT. 
2 Tbid., p. 112. 
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whom will be found to have been aided by some 
monopolized agent.”' ‘Two pages further on he éx- 
presses himself still more strongly, as follows : 

“When we speak, therefore, of a class of commodities 
as produced under circumstances of equal competition, 
or as the result of labor and abstinence unassisted by 
any other appropriated agent, and consider their price as 
equal to the sum of the wages and profits that must be 
paid for their production, we do not mean to state that 
any such commodities exist, but that, if they did exist, 
such would be the laws by which their price would be 
regulated.” * Illustrations of this view entertained by 
Senior can be very easily multiplied. 

It is apparent that Senior has grouped together differ- 
ent economic categories under the term “ monopoly.” 
A little reflection, however, coupled with a careful read- 
ing of his discussion, reveals the fact that there is only 
one concept in which these various categories find unity, 
and that concept is “surplus value.” Senior’s discus- 
sion of monopoly has as a starting point cost of produc- 
tion. By cost of production he means “the sum of the 
labor and abstinence necessary to production.” We 
have, according to Senior, what we may call value of re- 
muneration, when commodities and services are produced 
under circumstances of equal competition. In other 
words, labor and abstinence are remunerated, and no 
more than remunerated, when all producers have equal 
advantages. Under such circumstances, the price of 
commodities “‘represents the aggregate amount of the 
labor and abstinence necessary to continue their produc- 
tion.” It happens, however, as we see, that very seldom 
is production carried on under circumstances of equal 


Political Economy, p. 112. 
2 Tbid., p. 114. 
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competition. Wherever producers enjoy unequal advan- 
tages, we have surplus value; and wherever we have 
surplus value, we have what Senior designates as 
“monopoly.” Senior has another name for surplus 
value in the term rent, which, according to his nomen- 
clature, covers all the gains accruing to monopoly. In 
other words, monopoly gives rise to surplus value, or to 
what Senior calls “ rent”, which is described by him in 
the following quotation: “ But a considerable part of the 
produce of every country is the recompense of no sacri- 
fice whatever; is received by those who neither labor 
nor put by, but merely hold out their hands to accept 
the offerings of the rest of the community.” 

wages and profit are to be considered as the rewards of 
peculiar sacrifices, the former the remuneration for labor, 
and the latter for abstinence from immediate enjoyment, 
it is clear that under the term ‘rent’ must be included all 
that is obtained without any sacrifice; or, which is the 
same thing, beyond the remuneration for that sacrifice ; 
all that nature or fortune bestows either without any ex- 
ertion on the part of the recipient, or in addition to the 
average remuneration for the exercise of industry or the 
employment of capital.” ' 

Senior extends the term rent or monopoly gains in a 
most interesting manner, suggesting again quite recent 
discussions. ‘The Germans, for example, have been dis- 
cussing for some time the “gains of conjuncture” 
(Conjuncturgewinn ;) but this subject received consid- 
erable attention at the hands of Senior over sixty years 
ago. After having stated that extraordinary gains con- 
stituting a surplus over and above average wages may 
with propriety be termed “rent”, he adds: 

“ And for the same reason we term vent what might, 


' Jbid., pp. 89 and 91-2. 





Twelfth Annual Meeting. 95 


with equal correctness, be termed /ortuztous profit.' We 
mean the surplus advantages which are sometimes 
derived from the employment of capital after making 
full compensation for all the risk that has been encoun- 
tered, and all the sacrifices which have been made, by 
the capitalist. Such are the /ortuztous' profits of the 
holders of warlike stores on the breaking out of unex- 
pected hostilities; or of the holders of black cloth on 
the sudden death of one of the Royal family. Such 
would be the additional revenue of an Anglesea miner, 
if, instead of copper, he should come on an equally 
fertile vein of silver. The silver would, without doubt, 
be obtained by means of labor and abstinence; but they 
would have been repaid by an equal amount of copper. 
The extra value of the silver would be the gift of 
nature, and therefore rent.” ?” 

As has just been suggested, Senior likewise extends 
the term rent to include “the extraordinary remunera- 
tion of the laborer, which is assisted by extraordinary 
talents.”* Senior brings out very clearly in illustration 
the significance of rent in the remuneration of those 
whose present services yield them a large income. He 
takes the case of a lawyer or physician having an income 
of £4000 a year. Of this amount he regards forty 
pounds as ample payment for all the labor that either 
of them undergoes. Of the remainder be regards 
£3000 as rent and £960 as profits on “their respective 
capitals; capitals partly consisting of knowledge, and 
of moral and intellectual habits acquired by much previ- 
ous expense and labor, and partly of connection and 


! The italics are here those of the present writer. 
? Political Economy, p. 129. 
3 Jbid., p. 130. 
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reputation acquired during years of probation while 
their fees were inadequate to their support.” 

Senior also extends still further his concept of rent or 
monopoly gains in an interesting manner when he dis- 
cusses the distinction which inheritance creates between 
profits and rent, transferring income enjoyed by an indi- 
vidual from the former category—namely, profits, to the 
latter—namely, rent. When I make improvements in 
land or build a dock, my return, so far as it is not 
wages, is profits; but when the income which I have 
enjoyed passes over to my heir, it is to be designated as 
rent. This income is something which he receives 
without previous toil; it is something over and above 
his earnings, and, accordingly, is to him unearned 
wealth. It is, therefore, rent. This is a novel exten- 
sion of the idea of surplus value. Senior describes his 
idea in this particular in the following language: 

“We may be asked, then, whether the improvements 
which form the greater part of the value of the soil of 
every well-cultivated district are all, and for ever, to be 
termed capital? Whether the payments received from 
his tenants by the present owner of a Lincolnshire estate, 
reclaimed by the Romans from the sea, are to be termed, 
not rent but profit on the capital which was expended 
fifteen centuries ago? ‘The answer is that, for all useful 
purposes, the distinction of profit from rent ceases as 
soon as the capital, from which a given revenue arises, 
has become, whether by gift or by inheritance, the prop- 
erty of a person to whose abstinence and exertions it did 
not owe its creation. The revenue arising from a dock, 
or a wharf, or a canal, is profit in the hands of the orzgznal 
constructor. It is the reward of Azs abstinence in hav- 
ing employed capital for the purposes of production in- 

' Political Economy, p. 134. 
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stead of for those of enjoyment. But in the hands of 
his heir it has all the attributes of rent. It is to him 
the gift of fortune, not the result of a sacrifice. It may 
be said, indeed, that such a revenue is the reward for the 
owner’s abstinence in not selling the dock or the canal 
and spending its price in enjoyment. But the same re- 
mark applies to every species of transferable property. 
Every estate may be sold, and the purchase money 
wasted. If the last basis of classification were adopted, 
the greater part of what every Political Economist has 
termed rent must be called profit.”’' 

Senior did not work out as he might have done the 
significance of his law of value in its relation to 
monopoly, making value depend, as he did, chiefly upon 
limitation of supply. Another thing which he did not 
work out, but which suggests itself very naturally, is the 
significance, in a discussion of monopoly, of the law of 
increasing returns in manufactures. Again and again, 
Senior emphasizes the law of increasing returns in man- 
ufactures, whether we have regard to manufactures as a 
whole or to the business of one single manufacture ; and 
as the law of increasing returns, according to Senior, 
here operates without limit, it suggests itself to a 
modern student that we have a strong monopoly force 
in manufactures which must ultimately result in the es- 
tablishment of monopoly, in a very strict sense of the 
term, in every line of manufacture.’ 

If it be found that monopoly exists everywhere, it is 
but natural to inquire what is the proportional amount 
of the ingome of society which accrues to monopoly. 
This is an inquiry which Senior has not overlooked, al- 
though even fr@m his own point of view it cannot be 


' Political Economy, p. 129. 
* Ibid., pp. 104-6. 
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said that he has been very successful in his discussion. 
Concerning the gains of monopoly or, in other words, 
rent, he expressed himself in one place as follows : 

“ As rent arises from the agency not of man, but of 
nature, its amount does not depend on the will or the 
exertions of its recipient. The owner of the land, or of 
the natural agent, whatever it be, for the use of which 
persons are willing to pay rent, receives the sum which 
their mutual competition forces them to give. As it is 
all pure gain, he accepts the largest sum that is offered, 
however trifling its amount. Nor, on the other hand, 
does the amount of rent depend on the will or the ex- 
ertions of those who pay it. Whatever be the value of 
the services of an appropriated natural agent, that value 
must be paid by the person who wishes to use them, as 
both parties to the bargain are aware that if it is not 
hired by one applicant it will be by another. The 
amount, therefore, is subject to no general rule; it has 
neither a minimum nor a maximum. It depends on the 
degree in which nature has endowed certain instruments 
with peculiar productive powers, and the number of 
those instruments compared with the number and 
wealth of the persons able and willing to hire them. 
There is, probably, now land near New York selling for 
£1000 an acre, which a century ago could have been 
obtained for a dollar.”’' 

One thing which should be especially noticed in the 
foregoing quotation is the dependence of the amount of 
rent upon the resources of those who pay rent or upon 
what I have termed in my own formulation of the law of 
monopoly price, “ the general average of ecofomic well- 
being.” Here again, however, Senior gntirely failed to 
discover the significance of the suggestion which he 
threw out. 

' Political Economy, p. 139. 
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Surely it suggests itself from all this that the amount 
of rent is very great, and one giving attention solely to 
Senior’s discussion of monopoly would be inclined to 
say that according to Senior monopoly must absorb a 
goodly proportion of all wealth produced. When Senior 
comes to discuss profits, however, we find him turning 
sharply away from the conclusions naturally suggested 
by his discussion of monopoly. He states that com- 
paratively few are dependent exclusively upon wages, 
probably not one-fourth of the community, and that the 
rent receivers, using that word in its largest sense, are 
still fewer ; whereas, “the bulk.of the national revenue 
is profit ; and of that profit the portion which is mere 
interest on material capital probably does not amount 
to one-third. The rest is the result of personal capital 
or, in other words, of education.” ' 

It is impossible to reconcile this statement with his 
general treatment of monopoly, nor am I aware that he 
himself attempted any such reconciliation. At this 
point an optimistic tendency in his nature seems to 
have asserted itself strongly. But Senior could be 
severe enough in denouncing monopoly. Speaking of a 
possible restriction by government of the use of coal to 
that mined by a single colliery, he says: ‘“‘ The possessor 
of that colliery would enjoy a princely revenue. But 
the gain from such a monopoly is not strictly rent; it is 
oppression and robbery.”* He also again and again 
denounced as an iniquity the monopoly due to a pro- 
tective tariff.’ 

Political Economy, p. 134. 
? Ibid., p. 182. 


’See Three Lectures on the Transmission of the Precious Metals from 
Country to Country and the Mercantile Theory of Wealth. London, 
1828. P. 52. Also, Essay on National Property. London, 1835. 
Pp. 3-4. 
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Senior had in some degree the disposition of a social 
reformer. As reported by Thornton, he himself said: 
“ When I was about five and twenty, I determined that 
I would reform the condition of the poor in England.” ' 
In various passages in his Political Economy vigorous 
denunciation of special privilege shows us that the 
fire still burns at the age of five and forty! The 
large economic significance attributed to education 
by Senior places him in company with a strong body 
of humanitarians, while his sharp distinction between 
gains of monopoly and individually earned incomes 
brings to mind the doctrines of socialism. In fact, 
Senior’s entire treatment of monopoly suggests to 
the modern mind many practical applications of his 
doctrines, and it is not unreasonable to believe that 
many of our after-day reform movements may be traced 
back to Senior’s Political Economy as one of several 
sources. 

But Senior himself did not make these practical ap- 
plications. And why? One thought which occurs in 
answer to the question is this: Senior held that the 
practical application of economic truths does not fall 
within the scope of economic science. He is very 
pronounced on this point, thinking that, as many other 
considerations than purely economic ones enter into 
practical policy, the economist, as an economist, should 
be content with stating economic truth, and should 
let the consequences of this truth take care of them- 
selves, or, to speak more accurately, that he should let 
others combine economic truth with other truths and 
thus secure a basis for practical policy. We might then, 
in this attitude of Senior, find an explanation of a lack 
of practical application of his principles. However, 


Thornton, On Labor. Preface. 
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Senior did not confine his writings to economic subjects, 
but covered a large field, including such avowedly prac- 
tical subjects as poor-law reform and education. More- 
over, he traveled extensively and conversed with distin- 
guished men of many lands on subjects which interested 
him. We have thus more than a dozen volumes by 
him bearing such titles as “Correspondence and Conver- 
sations of Alexis de Tocqueville with Nassau William 
Senior,” and “Conversations and Journals in Egypt 
and Malta.” But these other works show the very 
slightest traces of his economic thought. Imagine 
one of our modern economists traveling extensively in 
foreign countries, conversing and corresponding with 
distinguished persons of our times and concealing alto- 
gether his economic views, neither shedding nor seeking 
economic light! The truth seems to be this: Senior 
was an able, logically trained man, who, when he was 
appointed to a professorship in economics and it thus 
naturally came in his way, temporarily gave himself to 
economics. Economic science, however, was never a 
chief end with him; it did not enter into his flesh and 
blood ; it was to him rather a cloak, which he put on for 
convenience, and, when it had served his purpose, took 
off decently and laid aside. This explains also why he 
stopped short of the results which he might have 
teached, had economics been his dominant and con- 
trolling interest. 

It has been suggested that he was indolent. I do not 
know what the foundation for this statement may be. 
It is certain that he relied on his logical powers, and not 
on careful study either of phenomena or of the writings 
of others. 

On account of the limitations of time, I will not now 
undertake to criticize the wide use of the term monopoly 
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by Senior, nor to show you how strong has been the in- 
fluence of Senior’s discussion upon the evolution of the 
idea of monopoly in economic literature. Elsewhere I 
have attempted to define monopoly more narrowly, and 
to show what I conceive to be the unfortunate effects of 
the evolution of the idea of monopoly to which I have 
just referred. 

Had a less able writer reached the same results which 
Senior has reached in his discussion of monopoly, we 
would, perhaps, be satisfied, saying that he had done as 
much as could be expected from one writer. With 
Senior, however, we do not feel satisfied, simply because 
it seems to us that so able a mind ought to have done 
more than he did. We feel that we cannot say of him, 
“he hath done what he could.” Yet no one knows the 
obstacles with which another may have to contend, and 
we may charitably close this brief discussion with the 
statement that Senior has done a considerable amount 
of good work, which, it is now generally felt, has in the 
past failed to receive adequate appreciation. 
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THE PLACE OF THE SPECULATOR IN THE 
THEORY OF DISTRIBUTION. 


BY PROFESSOR HENRY CROSBY EMERY. 


The theory of distribution has been so prominent a 
subject of discussion in recent years that one is hardly 
justified in raising any part of the question, unless one 
means to offer the solution of some difficulty or at least 
to add something especially troublesome to the already 
existing confusion. Since the present paper does 
not undertake to do either of these things, it would 
claim your attention under false pretences except fora 
word of explanation. It is in fact the theory of specu- 
lation, rather than the theory of distribution, which 
suggests the ideas here presented. Writers on the 
theory of interest and profits have not infrequently 
raised the question of how far the assumption of risk is 
a factor in the process of distribution. On the other 
hand, the present writer from a study of the practices 
of a certain class of risk-takers has been brought to the 
question of how far the gains of this class are to be ex- 
plained under the prevailing theories of distribution. 
The intention of this paper then is to ask this question 
rather than to amswer it, and, in asking the question, 
to point out certain facts regarding the speculative 
market which have hardly been adequately considered 
by writers on distribution. 

Mr. Hawley some years ago advanced the theory that 
the chief characteristic of the entrepreneur is the 
assumption of risk, and that profits are primarily the 
reward for risk-taking. Prof. Clark replied that the 
assumption of risk is the function of the capitalist, 
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since there can be no talk of risk where there is no 
capital to lose. Profits, on the other hand, according to 
this theory, are the reward for the mere work of co- 
ordinating labor and capital, without regard to the risk 
involved. Prof. Carver has suggested that the reward 
for the assumption of risk, which he calls insurance, be 
made a fifth share in distribution in addition to rent, 
interest, wages and profit. Mr. John Haynes in an 
article on Risk as an Economic Factor raised a double 
objection to this :— 

First, that the assumption of risk is not separable 
from other functions, being always associated not only 
with the work of the entrepreneur, but also with that 
of the laborer and the capitalist. 

Second, that there are no instances of actual persons 
acting solely as risk-takers.' 

This brings us to the function of the speculator and 
to the problems of risks. Various classifications of risks 
have been suggested, and here, as elsewhere, different 
classifications may well be made for different purposes. 
It will be allowable for the purposes of this paper to 
distinguish between two classes of risks: the risks 
of production and speculative risks. Risks of produc- 
tion include the risks of destruction of property, of mis- 
takes in methods, of miscalculation regarding the 
amount of output, of incompetent service, of incompe- 
tent management, of fraud, of danger to life or health, 
etc. Some of these are borne by the laborer, some by 
the capitalist, most of them by the entrepreneur. By 


{' The Fundamental Error of ‘‘ Kapital und Kapitalzinz, by F. B. 
Hawley, Quart. Jour. of Economics, 6: 280-307,—also the Risk 
Theory of Profit, ibid., 7: 459-479; Insurance and Business Profit, 
by John B. Clark, #bid., 7: 40-54; The Place of Abstinence in the 
Theory of Interest by T. N. Carver, zdid., 8 : 40-61, see footnote on 
p. 58; Risk as an Economic Factor, by John Haynes, idid., 


9 : 409-449. ] 





Twelfth Annual Meeting. 105 


speculative risks I mean the risks of price fluctuations 
affecting the whole market,—that is, the distinctively 
Conjunctur-risks. For the moment the question of 
the risk undertaken by an entrepreneur who puts new 
goods on the market is not considered. Such industrial 
risks are usually called speculative, but by the term 
speculative risks as here used it is desired to convey the 
idea of such risks only as result from continuous fluctu- 
ations in price, and which have produced a special class 
of pure speculators. 

The distinctions to notice between these two classes 
of risks are: firstly, that those of the first class affect 
the course of production, and that those of the second 
class are outside the process of production. Secondly, 
the risks of production are risks that will only be 
realized in the case of scattered individuals; the specu- 
lative risks are of dangers threatening a whole class. 
Loss by fire, or by faulty machinery, for example, falls 
at any one time only on a few individuals. Every gen- 
eral fluctuation in price affects all holders of that kind 
of property at once. Thirdly, the risks of production 
in many cases can be met by insurance; the risks of 
the Conjunctur cannot. This is evidently partly due 
to the difference just noted. Insurance, in the strict 
sense, as suggested by Mr. Haynes and others, is not an 
assumption of risk by a separate party. The losses to 
which a group of men is liable, when they fall on in- 
dividuals are met by the group asa whole. All insur- 
ance is mutual insurance. Where an insurance com- 
pany is a stock company, the amount of the stock is 
merely an additional guarantee fund. Speculative 
losses cannot be met by mutual insurance, since they 
fall on all members of the class at once. These are \ 
risks that inhere in ownership, and they can be met \ 
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only by a transfer of ownership. Fourthly, this distinc- 
tion brings out yet another. In the case of insurance, 
a guarantee of compensation for loss is secured by the 
payment of recurring premiums of a fixed amount. 
These premiums correspond to the actuarial value of 
the risk. In the case of the assumption of speculative 
risks there are no such payments, but for every risk of 
loss there is a chance of gain; the only payment for the 
transfer of the risk is the coincident transfer of the 
chance of gain. To assume risks in this manner 
is the function of the speculator. 

The practices adopted by merchants and manu- 
facturers in certain lines of trade to protect themselves 
against any sudden market changes, are doubtless too 
well known to need further explanation; and yet, to 
show the nature of the speculator’s function as a risk 
taker, I may be pardoned for recalling briefly the special 
methods employed. We may take the case of the wheat 
market as an example, though the same practices are to 
be found in the market for cotton and other speculative 
commiodities. 

Formerly the miller or the wheat dealer who bought 
wheat ran great risks of loss by a sudden fall in price 
due to causes which he could not have foreseen. Or, if 
the miller made a contract in advance to deliver flour, 
he ran a similar risk of a rise in price. As the market 
for wheat became a world market, the mere ownership 
of wheat was attended with enormous risks, and the 
more the volume of trade increased, the more unbear- 
able these risks became. The rise of the speculative 
market has made it possible to transfer these risks, to a 
large degree, to other shoulders. Under the present 
arrangement the merchant (or the miller), whose agents 
are buying wheat in the country, knows at a glance 
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what prices he can offer, following daily the prices on 
the exchange. Whenever the agent buys wheat, he 
telegraphs the fact to the merchant or miller and the 
latter at once sells an equivalent amount for some 
future delivery period on the exchange at the market 
price. Suppose the person in question to be a Minne- 
apolis miller who has made his speculative sale on the 
Chicago exchange by telegraph. So far he has bought 
wheat in the country and sold wheat at Chicago. The 
wheat bought is stored in elevators and in course of 
time made into flour, and, as the flour is sold at market 
prices, the wheat sold in Chicago is bought back at the 
market price there and the speculative transaction 
settled by differences in the ordinary process of clearing. 
In this way the miller is protected against a fall in the 
price of wheat by foregoing the advantage of a rise. 
If wheat falls in value, he loses on his flour sales, but 
gains an equivalent amount on his speculative sales. If 
wheat rises.in price, he loses in Chicago, but his loss 
is offset by the high price he gets for his flour, since the 
price of flour in the main follows the price of wheat. 

In the case where the miller receives a bid fora cer- 
tain quantity of flour to be delivered at a future date, 
he determines, according to the prevailing price of 
wheat for future delivery, what sort of an offer he can 
accept. The contract for the delivery of the flour once 
made, he promptly buys wheat for a future option in 
the market. Then as he buys actual wheat in the 
country (or in elevators) for grinding’ purposes, he, co- 
incidently with his purchases, sells out his speculative 
holdings. Here, too, a gain in either case is offset by a 
loss in the other, and the results of the fluctuations re- 
duced to practically nothing. The same thing is done 
by the wheat merchant. He buys and sells wheat, but 
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he carries two lines, one in the speculative market and 
one outside. Whenever he makes a contract outside, 
he makes one of the same amount and of the opposite 
nature in the speculative market, and is thus protected 
against price fluctuations. Not only is this kind of 
protection possible, but it is the ordinary practice 
among wheat merchants and millers. It is said that 
nine-tenths of the holdings in the great northwestern 
wheat depots are protected by being “sold against” in 
this way. 

We have then in the case of the speculative market 
a method of shifting risks unlike anything else in the 
business world, and we have a special class whose dis- 
tinct function it is to assume these risks. Can this 
special class of risk-takers be subsumed under any of 
the recognized classes in the theory of distribution? 
It will be granted at once, I suppose, that the speculator 
is not a laborer, and that his gains are not of the nature 
of wages. Is he an entrepreneur? If we adopt the 
risk theory of profits he might seem to be the most per- 
fect type of the entrepreneur. Evidently, however, he 
cannot be so considered without a departure from all 
previous use of terms. The speculator does not employ 
labor, nor direct the course of production, and somehow 
we must consider the entrepreneur above all else 
the directive mind in the field of production. That 
the assumption of strictly speculative risks is not a 
necessary part of the entrepreneur’s function is seen 
from the fact that even where the price of the finished 
product and the price of the raw material are both fixed 
by previous contract, that is, where these risks are 
practically eliminated, the manufacturer is still an 
entrepreneur. Tio deny to the modern miller the name 
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of entrepreneur is to throw our whole nomenclature 
into confusion. 

Nor is the speculator an entrepreneur of the merchant 
type. The merchant is not so distinctly an employer of 
labor as the manufacturer, but he is concerned with the 
problem (which is on the whole one of production) of 
getting goods from the hands of the producer into the 
hands of consumers; and his share of the annual pro- 
duct is his reward for this service. But the function of 
the speculator is different. The trader buys in one 
market and sells in another; he buys of the producer 
and sells to the exporter, or he buys of the jobber and 
sells to the retailer, or he buys of the wholesaler and 
sells to the consumer. Between these different markets 
there are differences in price, not temporary fluctuations, 
but continuous and normal differences. The trader’s 
service to society consists in getting goods from one 
market into the other. His normal profit consists of 
the normal margin between the prices in the different 
markets. The speculator’s profit, on the other hand, 
comes from fluctuations in price in the same market; 
he may buy from and sell to the same person and still 
perform his function. His profits are not made up of 
any normal margin between prices, but from temporary | 
fluctuations, and these profits are his reward for the 
assumption of the risks that accompany such fluctua- 
tions. 

It is evidently much the same with the manufacturer. 
He too buys in one market and sells in another between 
which there is a normal difference in price. Even 
where the protection of the speculative market is se- 
cured, there still remain to the entrepreneur various 
risks of production, and to the merchant the purely 
trading risks. There are still many problems to be 
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settled by each, problems of methods and of policy, and 
their shares of the annual product depend upon the suc- 
cess with which they meet these problems, which are 
problems of competition with their rivals, though they 
have largely avoided the dangers which formerly con- 
fronted them and their rivals alike. 

But if the producer has secured a method of avoiding 
these risks, what has become of the extra reward or 
profit, which he formerly obtained (when successful) for 
the assumption of such risks? If he does not perform 
the service, we should expect to see his reward dimin- 
ished; and that is exactly what we do find. The old 
profits of the miller, the grain merchant, the cotton 
merchant and the spinner are not forthcoming to-day. 
The primary reason is that a large part of their old 
profits was reward for risk-taking and that the transfer 
of the risk means also the transfer of the profit. Form- 
erly a wide margin was always allowed for risk between 
the selling price and the price that the merchant would 
offer the producer. That margin has been completely 
wiped out and now the merchant pays the price of the 
central market to the producer, less the legitimate trad- 
ing costs. There is frequent complaint from cotton 
spinners that their business has been hurt by the spec- 
ulative market, and a prominent miller supported 
the anti-option bills before Congress largely on the 
ground that the miller for the same reason was put at a 
great disadvantage in his purchases. In other words he 
was not satisfied with purely manufacturing profits and 
he still yearned for the speculative profits of the past. 
There could be no better illustration of the distinction 
between the reward for assuming speculative risks and 
the reward for the performance of the entrepreneur’s 
function, than this division between two classes of the 
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share in distribution formerly accruing to the one class 
which performed both functions. The principle in- 
volved is not affected by the fact that the risks are never 
completely transferred or that this practice is only 
possible in the case of certain industries. It is worthy 
of note that in the case of certain other industries of a 
speculative nature the risks had becoine in like manner 
a great hardship and that they have been, not trans- 
ferred, but avoided by another method, viz: that of 
monopoly control. In some cases there seems a choice 
of means. For example, the sugar refiners in this 
country have adopted the monoply method, while in 
Germany the refiners have sought the protection of the 
speculative market. 

Shall we, then, call the speculator a capitalist, and 
consider the assumption of risk a function of capital ? 
Is not this an equally unwarranted misuse of familiar 
terms? ‘The capitalist, as a claimant to one of the 
shares in distribution, is in control of one of the 
means of production. His function is to supply capital 
for continuous use in the process of production, and 
this use adds to the flow of wealth out of which the re- 
ward of the capitalist comes as a recurring yield. Or, if 
the element of insurance in interest be considered, this 
too is a recurring income. But the speculator does not 
put his capital to some use in production and does not 
expect a recurring yield. He is concerned, so to speak, 
not with putting it to some use, but of putting it into 
different forms. Mr. Hawley says that under Professor 
Clark’s theory the capitalist gets two returns, one for 
using his capital and one for venturing it. We might 
almost say that the speculator does not use his capital 
but merely ventures it. It is doubtful whether we 
should speak of a rate of speculative profits at all. The 
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speculator is not an investor and probably does not in- 
troduce the time element into his calculation of profits. 
The gain of the speculator is a separate one for each 
venture. The reward to the entrepreneur or to the 
capitalist is roughly proportional to the duration of 
time in which their respective agents of production are 
used. But is this the case with the speculator? or does 
he consider his gains as an income from the capital 
with which he started? Does it not go into the same 
pot as an increase of capital? In other words, while 
the recognized shares in distribution are best con- 
sidered as a flow of wealth, should not speculative 
profits be interpreted as changes in the relative values 
of different parts of an existing stock or fund? 

To conclude: The assumption of speculative risks is 
a special function, as shown firstly by the fact that it is 
not a necessary part of the function of any of the three 
classes commonly recognized, the laborers, the capi- 
talists, or the entrepreneurs; secondly, by the fact that 
it is the sole function of a class which does not have 
the characteristics of any of the classes just named. 
The main theory of distribution, however, must deal 
with the rate of production. According to the most 
commonly accepted theories, the laborer, the capitalist, 
and the entrepreneur have their shares of the product 
determined by their contribution to this rate of produc- 
tion, and their sacrifice in making this contribution. 
There are risks of production which each class must 
face, and these risks vary in different lines of employ- 
ment, of investment, and of enterprise. The rate of 
wages, interest and profits will normally vary in these 
different lines since the actuarial value of these risks 
can be roughly computed. They are risks that 
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threaten the individual, and the losses can be made good 
by a rate of insurance. 

Speculative risks, on the other hand, are not to be 
considered from the point of view of a certain quantity 
of production within a period of time, but from the 
point of view of differences in relative values at fixed 
moments of time. They are not to be met by means of 
recurring payments similar to insurance premiums, nor 
are speculative profits to be explained by principles 
which determine the shares of the different productive 
agents according to the rate of production. They are 
not determined by any marginal efficiency or marginal 
sacrifice of the speculators. They are not determined 
by law of rent which is concerned with increased rates 
of production due to differential advantages in the pro- 
ductive process. 

This does not mean that the speculative market is not 
an aid to production. It is difficult to see how a great 
world trade in such staples as grain and cotton would be 
possible without it. Speculative risks, however, stand 
in a way outside the frocess of production, and specu- 
lative gains constitute, not a codrdinate share of the 
annual product with wages, interest and profits, but 
rather such claims to the product as are represented in 
all property rights. 

So far we have considered only the risks of continuous 
price fluctuations and the gains of a class that may be 
called professional speculators. ‘The risks and the gains 
of this class differentiate themselves easily from the 
risks and gains of production. There are, however, 
risks which the entrepreneur usually carries which may 
be thought to be primarily speculative and yet not to 
come under the principles here suggested, that is, the 
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risk of the entrepreneur in producing something for 
which there is no certain demand. ‘The extreme case 
of this is where an entirely new product is put on the 
market in the hope of hitting some whim of public 
taste. These are, to be sure, risks of an unfavorable 
price for the finished product, and yet they are not the 
same risks to which the term speculative has been 
applied above. There is a difference between the 
anticipation of a new demand or a permanent fall in 
price due to improvement and the temporary and con- 
tinuous price fluctuations of the speculative market. It 
is interesting but not theoretically important that these 
latter fluctuations are chiefly in raw materials rather 
than in manufactured products. It is not confusing the 
production of material goods with the creation of utilities 
to distinguish between continuous fluctuations of this 
nature and the risks incident to a normal future demand. 

It may be then that the theory of speculative gains 
here suggested will be of little importance in the con- 
sideration of the ordinary industrial risks of the entre- 
preneur. But if the purely speculative risks are suz 
generis, that part of the gains of the entrepreneur 
which is due to the assumption of just such risks must 
be explained as purely speculative profits.*] 


Mr. Stuart Woop: I have listened with much in- 
terest to the suggestive and stimulating paper of Pro- 
fessor Emery. In commenting upon it I would wish, 
first, to discriminate between the different kinds of 
speculation. I take it that this, properly speaking, is 

* For permission to publish Professor Emery’s paper the American 
Economic Association is indebted to the editors of the Quarterly Jour- 
nal of Economics, to whom it had been promised before the Council 


of the Association directed the publication of all the papers read at 
the Twelfth Annual Meeting. 
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of one of two kinds. The first kind consists of trans- 
actions into which both parties enter from speculative 
motives, one party betting, as it were, on the fall of 
price, and the other party betting on its rise. Here the 
losses of one speculator exactly equal the profits of the 
other, and such transactions add nothing to the wealth 
of the community. This form of speculation is, in its 
essence, gambling, and as such there attaches to it some- 
thing of the same odium that belongs to the gaming 
table; and, as in the case of gambling establishments, in 
this form of speculation professionals are often ranged 
against amateurs. The amateurs are called lambs, be- 
cause it is their nature to be shorn. 


The other form of speculation occurs when the specu- 


lator deals with a second party whose purpose is not 
speculation, but insurance, and this, of course, is the 
kind of speculation to which Professor Emery’s paper 
refers. The second party is thus insured against the 
risk of fluctuation of prices, and this insurance is to him 
a valuable consideration, as truly as insurance against 
fire or storm. The payment, it is true, for this kind of 
insurance is made in a different way. In the one case 
the insured pays a fixed annual premium in considera- 
tion of a guarantee against loss; in the other case he 
accepts a guarantee against the chance of loss, and he 
pays for it by surrendering a chance of gain. He 
obtains a surplus value in the exchange, because it en- 
ables him to direct his energy and thought to the other 
factors of his business; and so great is this gain to him, 
that he can afford to exchange the conflicting chances at 
a tate which leaves a margin or balance of chances in 
the speculator’s favor, which margin is the source of the 
speculator’s profit. 

While the individual is benefitted in this manner, this 
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fact would not of itself increase the productiveness of 
industry or the net income of the community, if the 
effects of the transaction stopped here. What, then, is 
the benefit which the community at large receives from 
the transaction? The function of speculation in moder- 
ating the fluctuations of price, and in directing the in- 
dustries of the country into profitable channels, has been 
often set forth. It is the business of the speculator to 
foresee the course of future demand and supply, and so 
conjecture the course of the future markets. His action, 
therefore, tends to forstall future changes of price and 
brings into play the forces which mitigate such fluctua- 
tions. There results a greater stability of price, and in- 
dustry is in this way more promptly directed into the 
most profitable channels. We may illustrate this by 
the cotton market, which is one of the most highly 
organized of all markets. Liverpool is the centre of the 
trade, and the price for the whole world is fixed there 
daily, by the competition of the best informed and keen- 
est minds engaged in this business. This price is wired 
immediately to every village in the world where cotton 
is bought and sold, and according as this price is more 
or less tempting, the farmers bring forward their crop 
and put it on the market more or less rapidly, and what 
is of still greater importance, as they are satisfied or dis- 
contented with this price, they decide how great or how 
small an acreage to plant in cotton for the succeeding 
year. In this way the effect of speculation is to bring 
into existence, as nearly as can be arranged in advance, 
so much cotton, and no more, as is required at any time. 

The fact, however, that the speculator renders service 
to individuals or to the community, does not in itself 
indicate why or how he obtains payment for them. It 
is not the custom of mankind to pay for services or 
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utilities which can be obtained gratuitously, or else we 
would be paying every moment for the air we breathe. 
But, of course, the speculator would not render these 
services unless he expected to be paid for them. The 
question, then, resolves itself into this: What enables 
the speculator to render these services to others? The 
answer seems to be, that he is enabled to obtain the 
profit which pays him for his services, for the reason 
that he possesses a knowledge of existing conditions and 
a skill in estimating their remoter consequences, which 
enable him to judge better than others what future 
prices will be. It is true that he generally has some 
capital, which is required as a guarantee for his trans- 
actions, and on this he must realize the ordinary rate of 
interest, together with such profit as is usually paid in 
hazardous lines of business. He must also receive com- 
pensation for his labor and for his outlays in obtaining 
information and in conducting his business. But these 
things represent only a small part of speculative profits. 

The preponderating and the distinctive element in 
speculator’s profits is really a payment for knowledge 
and skill, just as is the case with the earnings of a 


lawyer, a physician, an engineer, or an entrepreneur. 


Because he can forecast the future course of prices 
better than other people; because he knows better than 
other people upon what odds the wager of advance in 
prices can be laid against the wager of decline in prices, 
and makes his transactions with this knowledge, he is 
able to secure a margin in his favor in the exchange of 
chances, and according to the perfectness of his knowl- 
edge and the sureness of his foresight will be the re- 
sulting profit to himself. If one speculator’s profits, in 
the long run, exceed those of another speculator, this is 
due (aside from the influence of chance, which is always 
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present) to his superior knowledge and ability. In this 
way it can be said that the law of speculator’s profits 
bears a certain analogy to the law of rent, an analogy 
which is none the less true because the means of pay- 
ment are so diverse, the rent of land being one of the 
most certain forms of income, and speculator’s profits 
being one of the most uncertain forms. Here, as else- 
where, the law of averages obliterates the divergences of 
single instances. 


Professor CARVER: I wonder if, after all, we cannot 
include speculator’s profits under the same class with 
those of the entrepreneur. At least it seems to me that 
they belong with producer’s surplus, since the speculator 
is really a producer of time utility. That is to say, if 
we are speaking of the legitimate speculator, whose 
business it is to buy when goods are cheap and sell them 
when they are dear, we must regard the profits of such 
transactions as payment for an actual service to the 
commnnity. When goods are abundant and cheap, 
they must be put to inferior uses unless some one is 
willing to hold them for a better market. At the same 
time, if no one were to hold the goods and they were 
put to an inferior use, when the period of scarcity came 
the scarcity would be much greater than it would if the 
speculator had held goods for the purpose of selling them 
at just such atime. This is production just as truly as 
it is for some one to put up ice in the winter when it is 
cheap and abundant and sell it in summer when it is 
dear and scarce. Moreover, it is production just as truly 
to carry goods from a ¢7me when they are cheap toa 
time when they are dear as it is to carry them from a 
place where they are cheap to a place where they are 
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dear. Yet no one would deny that a railroad is a pro- 
ductive agent. 

This is, of course, only an elementary form of specu- 
lation. The actual speculation as it is carried on in the 
great centres appears, at first sight, different. The 
changes in price have become almost microscopic 
in amount as well as in time covered by the fluctuations, 
so that it seems difficult tosee where the real production 
comes in. But it seems to me that the essential nature 
of speculation has not changed. It still consists in buy- 
ing when goods are cheap and selling when they are 
dear. But owing to the intensity of the competition in 
this most competitive of all forms of business, the 
fluctuations are so rapid and sometimes so microscopic 
in amount as to bewilder us in our attempts to bring 
the business under any rule of production. 


Mr. GippINGs thought Mr. Emery’s paper and Mr. 
Carver’s discussion admirable examples of close theo- 
retical analysis. He doubted, however, if the function 
of the speculator could be described in terms of eco- 
nomic production. The speculator increases social util- 
ity by determining the rate and the time of the con- 
sumption of products, rather than by affecting produc- 
tion or raising or lowering average prices in the long 
run. He does not in the long run produce value. Possi- 
bly, therefore, Mr. Emery’s difficulty could be explained 
by asking whether speculation is not a phenomenon to 
be studied under the theory of consumption, rather than 
under the theory of production. 


President HADLEY: I am disposed to agree with Mr. 
Carver, and to take issue with Mr. Giddings. The 
analogy between the work of the speculator and that of 
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the ordinary trader in their uses of capital seems to me 
a little closer than is implied in Mr. Emery’s paper. 
Those persons who use their capital in transportation 
carry goods from place to place, and earn a profit by so 
doing, most of which is in the nature of interest. To 
carry goods over from time to time, which is the work 
of the speculator, a similar use of capital is necessary ; 
and his profits therefore have the same interest element 
contained in them. The trader puts his capital into 
wagons; the speculator puts his into cash reserves. 
The gain of the latter is made by using money to carry 
goods. This cost of carriage is represented by the cur- 
rent rate of interest on floating capital. 


Mr. Emery: As for Mr. Carver’s objection I admit 
that speculation is productive, but the difficulty of in- 
cluding a speculator among the entrepreneurs comes in, 
as I have said, when we are to consider distribution. 


The gains of the speculator cannot be explained by the 
same theory that explains the rate of entrepreneur’s 
profit, and this fact is certainly suggestive of difficulties 
in the attempt to include the speculator in the entrepre- 
neur class in the theory of production. 


Mr. Commons: We may identify the speculator with 
the entrepreneur by means of Mr. Emery’s suggestion 
as to insurance. Just as the stockholders of an insur- 
ance company afford an additional guarantee to the 
insured, so the speculator uses capital which Dr. Hadley 
says he has obtained on interest, to afford an additional 
guarantee against losses by fluctuations of prices. 


Professor RIPLEY: Mr. Emery has illustrated his 
argument by reference to businesses in which the part 
of the speculator and of the entrepreneur are separated 
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as in the case of the wheat miller and the dealer 
in wheat options, but in many industries these two 
functions are joined in one man. ‘The manufacturer of 
boots and shoes, for example, buys leather for shoes that 
he will sell six months hence; and he sells the same day 
an equal amount of leather made up into shoes for which 
he had bought the leather six months ago. He is 
continually carrying goods from time to time at the cost 
of borrowed capital, and thus appears to be both specu- 
lator and entrepreneur. Yet on analysis it may be found 
that the element of speculation is largely eliminated by 
reason of the unbroken continuity of the transactions. 
Covering long periods of time, the chances of gain and 
of loss tend to equalize. The difference between such 
operations and those of the speculator is that in the case 
of the manufacturer there is little interruption to their 
even course; while the speculator stands outside of the 
business world and seeks to engage in operations only at 


irregular intervals, when profits, either for a fall or a rise, 
are in sight. 


Mr. EMMERICK raised the question whether on the 
whole the speculators as a class really get anything out 
of their activity, as Mr. Emery assumes that they do. 


Professor CARVER: I am quite willing to admit, with 
Dr. Wood, that speculators’ profits are payment for 
knowledge and skill, 7” a certain sense. But that still 
leaves the problem unsolved, because it does not explain 
what that knowledge and skill are worth. Knowledge 
and skill are not ordinarily paid for unless they are good 
for something. It was my purpose, a few moments ago, 
to show that the speculator performed a real service, 
that he was a producer. Dr. Wood’s theory is, there- 
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fore, incomplete and needs a further explanation to show 
why the knowledge and skill of the speculator were paid 


for." 


Mr. EMERY: I wish only to reiterate that it is both 
possible and customary in the case of some trades to 
seperate the speculator and the entrepreneur in fact, and 
that it is consequently possible to make this separation 
in analysis. Whether or not such a separation in anal- 
ysis is necessary is a question which the paper was 
meant to ask, rather than definitely to answer. It still 
seems to me, however, that the gains of the speculator 
are of such a nature that they cannot be accounted for 
by any accepted theory of distribution dealing with the 


} annual returns depending on the rate of production. 





[' In reviewing his remarks Dr. Wood expanded them somewhat, 
perhaps meeting in part the objection which Professor Carver had 
brought against them in their oral form.—SECRETARY. ] 




















TAXATION AS A PARTIAL SUBSTITUTE FOR 
BORROWING TO COVER THE COST OF PER- 
MANENT MUNICIPAL IMPROVEMENTS.' 


BY PROFESSOR E. DANA DURAND. 


The rapid increase of municipal debt has often been 
a source of apprehension to city-dwellers and to think- 
ers interested in the welfare of cities. It has been said 
that a large proportion of such indebtedness, especially 
in our American cities, has been due to extravagance 
and corruption, to the accumulation of floating debts 
until their funding became necessary, to borrowing for 
nominally permanent investments which should properly 
have been considered current expenditures. By these 
means, it is urged, the present generation squanders the 
city’s patrimony. It is considerations of this nature 
that have led to the enactment, in a large proportion of 
our states, of constitutional and legislative limitations 
on the power of cities to incur debt. 

Most publicists and students of finance, however, be- 
lieve that there is properly a wide field for municipal 
borrowing. They tell us that it is not the use but the 
abuse of debts that is to be condemned. The rapid 
growth of cities, the increasing dependence of the indi- 
vidual upon his fellows as population becomes more 
dense, the constantly rising standards of wants among 
the citizens, and the immense improvements constantly 
being made in the mechanical means of satisfying these 
wants, have demanded and are demanding a sudden and 
great development of relatively permanent public works 

'Some modifications have been made in this paper since it was 


read, on the basis of suggestions by Professor John C. Schwab and 
Professor H. H. Powers, which the writer gratefully acknowledges. 
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involving heavy expenditure. Granted that such ex- 
penditure is to be made, most writers on finance hold 
not merely that it may wisely but that it must properly 
be met by the creation of debt. Thus Professor Adams 
points out that the engineering interest, requiring that 
such works be promptly executed, and the financial in- 
terest, forbidding sudden excessive increases in taxa- 
tion, demand resort to borrowing in such cases. He 
suggests that the duration of the debt should be regu- 
lated in part by the probable length of time before the 
work or improvement for which it was incurred will 
need to be replaced ; and thinks it would be legitimate 
enough, under certain circumstances, that the bonds for 
a park should be of perpetual duration, the interest 
being considered in the light of an annual rental for a 
permanent privilege.' The same and other writers add 
that the greater certainty with which estimates of future 
revenues and expenditures may be made in the city, as 
compared with the state, especially justifies a wide use 
of municipal credit. Particular stress is laid on the de- 
sirability of meeting by means of bond issues the cost of 
undertakings of a guasz-private nature, which can be 
made to earn a revenue to cover their own debt charges. 

To these general principles concerning municipal 
debt most of us will give ready assent. But it may 
not be superfluous to remind ourselves also how wide 
may be the application, in a huge and growing metropo- 
lis, of another tenet which financial writers have laid 
down with emphasis on its significance in national rather 
than in local financiering. Thus Wagner,’ among 
others, points out that the capital investments of nations, 
at least the smaller investments, such as those for new 


! Adams, ‘* Public Debts,’’ 314, 315. 
? Wagner, ‘‘ Finanzwissenschaft,’’ I, 166. 
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buildings, often tend to become quite uniform in amount 
from year to year. Whereas similar investments by 
small local governments would be rare and properly 
made out of borrowed money, for the larger financial 
economy they are often essentially recurrent and should 
be paid for by ordinary revenue. In accordance with 
this principle we find that our own federal government, 
for example, rightly meets out of current income practi- 
cally the entire cost of new public buildings, fortifica- 
tions, war-ships and similar constructions of a relatively 
enduring character. 

We are apt to overlook the fact that our great cities 
are coming to resemble national governments not a little 
in the magnitude and variety of their enterprises. The 
full importance of the principle we have just mentioned 
in its bearing on municipal finance is scarcely apprecia- 
ted in most quarters. Attention has, to be sure, been 
frequently enough called to the fact that, with the rapid 
growth of our cities, expenditures for certain kinds of 
public works tend to recur with approximate uniformity, 
even though each particular piece of work done may be 
in a sense a permanent improvement. However much 
the practice of some cities may violate the rule, it is 
fairly well understood on all hands that such expendi- 
tures as these ought to be covered by taxation, not by 
borrowing. But when works of this sort are spoken of, 
those usually in mind are practically limited to two 
classes—street improvements and minor public build- 
ings, such as school-houses, etc., which must be extend- 
ed steadily with the growth of the city in territory and 
population. 

It is a less familiar thought that in a very populous 
and growing city, the expenditures for much larger and 
more general enterprises of a permanent nature also 
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tend toward a certain degree of regularity. The influ- 
ences to which we have already alluded as partly justify- 
ing the present large indebtedness of cities conspire to 
make constantly recurring demands for new bond is- 
sues. Concrete illustrations will make the effect of 
these influences more apparent. 

It has often been the experience of great cities that a 
water system deemed sufficient for a century has been 
comparatively soon outgrown by the extension of the 
city, and by the demand for increased consumption Jer 
capita. The old plant must be continually enlarged ; 
there must be new pipes, new pumps, new reservoirs at 
the source of supply, and in or near the city itself. At 
the same time the rising standard of public opinion re- 
garding the sanitary character of water, or perhaps the 
increased pollution of the water from the growth of the 
city itself, or of other places, requires new outlay for 
purification processes. These same circumstances are 
likely sooner or later to drive the city to add to or re- 
place its existing water system by another having an en- 
tirely new source of supply. The expenditure for 
this new enterprise will often be made, not in that 
sudden fashion with which we sometimes think of pub- 
lic works as leaping into life, but by instalments cover- 
ing quite a series of years, during which the city con- 
tents itself with the old supply, or with the gradual in- 
troduction of the new. Putting all such expenditures 
as these together, there is apt to be found a rough regu- 
larity in outlay, if not from year to year at least from 
one period of a few years to the next. 

A similar experience is met by the great city with its 
public parks, squares and boulevards. Growth of popu- 
lation, and increased desire for recreation and air for all 
classes of citizens, call for the opening of new spaces, in 
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the outskirts of the city and in the crowded old sections 
as well. Existing parks must, in the meantime, be im- 
proved and beautified. There is thus almost constant 
demand for new capital investment. It could readily be 
pointed out how the same general condition of affairs 
would be apt to manifest itself regarding bridges, sewers, 
public buildings, gas works, and other enterprises. 

If now in regard to any one class of public works the 
great modern municipality often finds necessities for new 
expenditures arising in a somewhat uniformly recurrent 
manner, it is self-evident that outlay for all of the differ- 
ent classes of works taken together will be likely to ap- 
proximate still more toward regularity in amount. The 
fluctuations in expenditures for different purposes tend 
to offset one another. Moreover, even if unusually large 
expenditures are called for in some one or two years, 
they will probably be counterbalanced by lower ex- 
penditures in the immediately following years, so that 
by taking short groups of years as our units the regu- 
larity in outlay becomes much more marked. Of course, 
this tendency is only a tendency; the regularity in any 
case is only a rough one. It may happen, as we shall 
point out more fully later on, that peculiar circumstances 
may cause the needs for new permanent improvements 
to stand for a considerable period far above the average. 
But ordinarily such needs themselves tend to arise suc- 
cessively, rather than concurrently. Moreover, the 
capacity of city officers to give thought and effort to 
great undertakings is limited, so that they feel less dis- 
posed to take up several enterprises at one time. The 
people, too, even where the money for such works is 
entirely borrowed, are usually too jealous of expenditure 
to permit the outlay for new improvements to remain 
for any number of years very greatly above the average 
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to which they have been previously wonted. Consider- 
able variations in the amount invested in different years 
or groups of years are, of course, to be expected, and 
occasionally large variations, but, broadly speaking, 
there is a distinct tendency toward recurrence and regu- 
larity. 

The point we have been developing from general con- 
siderations may now be illustrated by the statistics of 
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the amount of bonds issued annually by various great 
cities. We may premise that the probabilities are that 
bond issues themselves fluctuate somewhat more from 
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year to year than the actual expenditures of money on 
works paid for by borrowed funds. 

Referring to the diagram showing the yearly issues of 
bonds by New York City from 1878 to 1897,' a first 
glance at the sharp upward and downward movements 
of the curve seems to show quite the opposite of a tend- 
ency toward uniformity. But each angle represents a 
single year only, and where we group years by twos, 
threes or fives, we discover a much greater regularity in 
outlay. Thus the very large borrowings of 1887 and 
1889 are offset in part by small loans in the preceding, 
intervening and following years. By taking the average 
for groups of five years, as shown in the broken lines, 
we see quite a steady geometric rate of increase in the 
amounts borrowed. In only one year, 1879, have bond 
issues amounted to less than two millions, while since 
1887 they have never fallen below seven millions. 

The most satisfactory method of judging the degree 
of uniformity in the bond issues from year to year is, 
perhaps, by calculating the percentage of variation from 
the five-year averages, that is, the percentage by which 
the sum borrowed each year stands above or below the 
average for the group of years in which it belongs. It 
will be found that in nine out of the twenty years the 
variation from these averages in New York has been less 
than 25 per cent., and in fourteen less than 50 per cent, 
The average of all the percentages of variation is 36.4 
per cent. The largest excesses above the average are 
respectively 118 per cent. and 105 per cent. ; the largest 

1Compiled from figures in Durand, ‘‘ Finances of New York City,”’ 
p. '320, and in *‘Annual Report of the Comptroller of the City of 


New York,’’ 1897, Statement B, II. Here and in the figures for the 
other cities refunding and temporary bonds have been omitted where 


separable. 
9 
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variations below the average are 55 per cent. and 51 
per cent. 

The point that a rough sort of regularity may attend 
the capital expenditures for even a single form of enter- 
prise is illustrated by the annual bond issues of New 
York for water supply since 1885,’ indicated by the 
dotted line. The second great Croton Aqueduct was 
begun in that year, and, although the expenditure was 
greatest during the first few years after its inception, 
water was not actually brought to the city through the 
new conduit for nearly a decade. Meantime and since 
continual expenditure has been necessary for impound- 
ing more water, protecting its purity, and for other pur- 
poses. ‘The bonds issued for water purposes have in no 
year fallen below one million dollars, and have usually 
ranged more nearly two millions. The Greater City is 
already considering the necessity of further water supply 
for the borough of Brooklyn. 

It may be said that New York is so much larger than 
most even of our great cities as not to be fairly typical 
of their financial conditions. Unfortunately, data are 
not at hand to trace the annual bond issues of any con- 
siderable number of cities. Even were this possible, 
however, many American municipalities would be far 
from showing in their borrowing a normal course of de- 
velopment. Constitutional limitations, popular distrust of 
rulers, short-sighted policy in neglecting needed public 
works or leaving them to private enterprise, have kept 
many of them from spending what a progressive city 
should for permanent improvements. This is, in part, 
the explanation of the small indebtedness of Chicago 
and San Francisco, and of the slight new loans which 


‘Compiled from Comptroller's Report, 1893 and 1897, Statement 
B, II. 
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St. Louis and Philadelphia have incurred during the 
past fifteen or twenty years; although to some degree 
these cities have resorted to taxation to pay for public 
works. More typical, I think, of our cities of the second 
class, are Boston and Baltimore, both of which make free 
—often, doubtless, even from the standpoint of the ordi- 
nary financier, too free—use of their credit. 
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The line showing the amounts borrowed by Boston 
for the years 1878—1897,' fluctuates somewhat less than 
in the case of New York. ‘Taking the average for five- 
year periods, we find an arithmetical rather than a 
geometrical increase, except for the last period, when 


' Boston, ‘‘ Report of the City Auditor,’’ 1896-97, p. 211. 
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several well-known great enterprises, undertaken simul- 
taneously, have caused exceedingly large bond issues. 
Since 1884, the bonds issued have in no one year fallen 
below $1,500,000. 

The debt created during twelve of the twenty years 
has varied in amount from the five-year average by less 
than 25 per cent., and in sixteen years by less than 50 
per cent., the average of all the variations being 29.2 
percent. The highest percentage above the average is 
66.1 per cent., the two lowest respectively 92.4 per cent. 
and 53.5 per cent. 

Although the figures for the annual loans of Boston 
for any one specific purpose are not available for any 
considerable number of years, the statistics showing the 
amounts expended for water supply from year to year, 
including both current and capital outlay, together with 
those of the gross water debt, seem to indicate that, like 
New York, Boston has found needs for new investments 
in its water system recurring with a certain degree of 
uniformity. 
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The diagram showing the yearly borrowings of Balti- 
more’ presents slightly greater fluctuations than in the 
case of New York or Boston, the minima during all but 
one of the years from 1881 to 1886 being especially 
noticeable. Nevertheless, the regularity is sufficient to 
strengthen our general impression concerning the tend- 
ency existing in great cities. 
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It will be profitable to inquire whether a similar tend- 
ency is shown in the sums borrowed by leading European 
municipalities. Berlin is, perhaps, the best type of the 
well managed, progressive foreign town. The diagram 
illustrating her annual expenditures out of borrowed 
funds shows movements from year to year rather less 
sharp than even those of Boston.? In nine out of the 


1Compiled from Hollander’s ‘‘ Financial History of Baltimore,’’ 
pp. 385, 386. The average variation of the annual bond issues 
from the averages for five-year periods is 49.2 per cent. 

2Compiled from the annual ‘‘ Verwaltungsbericht des Magistrats 
der Stadt Berlin ’’ from year to year. 
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fifteen years from 1880 to 1894 inclusive, the capital ex- 
penditures vary less than 25 per cent. above or below 
the average for the five-year period in which they stand, 
and in fourteen less than 50 per cent. from the average. 
The average of all the percentages of variation is 22.7. 
Nevertheless Berlin, like other cities, has had her periods 
of unusual expenditure. The outlay for the five years 
from 1890 to 1894 stands very considerably above that 
before. 
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Vertical scale reads in hundred-thousand pounds sterling. 


The diagram showing the amount of debt created 
annually by the city of London is based only on the 
figures for the Metropolitan Board of Works and its 
successor, the County Council.? The sphere of activity 


?** House of Commons Papers, Local Taxation Returns,’’ Summary, 
1887, p. xxv, 1897, p. xl. 
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of these bodies being much more restricted than that of 
the ordinary city government, we should expect, on the 
whole, less regularity in expenditure for permanent im- 
provements. Aside from the minima between 1888 and 
and 1892, however, which are perhaps explainable by 
the transition from the Board of Works to the County 
Council, there has been a clearly marked tendency 
toward uniformity in annual borrowings. The average 
percentage of variation from the five-year averages be- 
tween 1880 and 1894 was 47.5 per cent. 

Both New York and Boston illustrate admirably how 
numerous are the items of expenditure for permanent 
improvements which large cities are called upon to 
make. ‘The comptroller’s report of the former city 
shows no less than 66 separate classes of bonds issued 
during 1897.'_ Money was borrowed for nearly 20 
public buildings of various sorts, aside from numerous 
school-houses, for almost as many different park and 
parkway extensions and improvements, and for a large 
number of street and boulevard enterprises. In Boston 
for the same year more than 130 different objects are 
enumerated for which bonds were issued, the items for 
construction and improvement of buildings and of streets 
being specially numerous.* Of course in both these 
cities this large number of items is partly explained by 
a violation on the part of the municipal authorities 
of the financial canon which prohibits borrowing for 
essentially current outlay, but after all a very consider- 
able proportion of these many objects of expenditure 
come pretty strictly under the head of permanent im- 
provements in the sense in which most financial 
writers and public officials use the term. 


‘New York Comptroller’s Report, 1897, Statement B, II. 
* Boston Auditor’s Report, 1897, pp. 169-172. 
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It will still be urged, however, that, even though such 
figures as these presented may point toward a rough 
regularity in the bond issues of great cities during the 
past twenty years, yet the capital outlay of these years 
has been abnormally high; that sooner or later in the 
future most of our municipalities will find the demands 
for permanent improvements decreasing, if not abso- 
lutely, at least relatively to population and especially to 
wealth. If this shall prove true, it is obviously just 
that the taxpayers of the years to come should share 
in the cost of works now being erected, of whose ad- 
vantages they are to partake. 

It is rash to prophesy, but there seems at least a 
probability that, with certain exceptions, of course, the 
expenditures of great cities, both for current adminis- 
tration and for enduring works, will not materially de- 
crease for a long time to come, as compared with 


either population or taxpaying ability. All the influ- 
ences which have tended in the past to increase the 
relative needs of cities seem likely to persist in the 


future. 

The increase in city population, at least in the 
United States, bids fair to continue with a rapidity 
almost if not quite equal to that of the past fifty years. 
Prospective increase of population is not ordinarily, as 
is sometimes supposed, a justification for borrowing in 
the case of a city already large. Generally speaking, 
municipal growth increases municipal needs in more 
than equal proportion. In the first place, it requires a 
widening of the scope of governmental action. The 
greater territorial extent of the city, and still more the 
greater density of its population, makes the citizen less 
able to satisfy his own wants, more dependent on others. 
For this reason forms of enterprise which at one time 
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belong legitimately to private initiative may, a decade 
or a quarter-century later, be so indispensable to all 
classes of city-dwellers that public ownership is the only 
safeguard against oppression. Whatever be the strength 
of the arguments for municipal ownership of so-called 
“public utilities” to-day, it will be twice as great 
twenty years hence. And whatever be their strength 
now or then, the actual tendency of our municipalities 
to take a larger and ever larger share in such enterprises 
is apparent. We have reason to believe that the now 
common practice of cities in Great Britain and Germany 
of owning docks, gas, electric and street railway sys- 
tems, etc., will be increasingly followed in this country ; 
and if so, the constant development demanded in 
these facilities will call for frequent new capital in- 
vestments. 

Moreover, added population in itself often calls for 
more than proportionately greater quantity and higher 
quality of services along lines already universally recog- 
nized as within the domain of governmental activity. 
For instance, streets must be widened to accommodate 
the growing traffic, and to increase the supply of light 
and air made specially necessary by the added height of 
buildings. The expense of such changes in old estab- 
lished streets is enormous. Again, owing to the danger 
to health from dense aggregation, sewers, parks, sanitary 
enterprises of all sorts, constantly demand extension and 
improvement, simply to maintain the existing standard 
of health without attempting to raise it. 

But more important, perhaps, than mere increase of 
population in calling for new and improved municipal 
services, are the constantly rising standards of civiliza- 
tion, the steadily widening knowledge and desires of the 
people, and the ever increasing spirit of solidarity among 
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them. Rapid as has been the progress in these direc- 
tions in the past century, we have no reason to believe that 
the movements of the coming century will be with 
slower pace. Prophets of the earlier days have seldom 
overestimated the rapidity of economic and social ad- 
vance. Already we hear on every hand suggestions of 
new and wide-reaching municipal enterprises for the 
public welfare—for transforming the slums, for increas- 
ing the convenience, comfort and health of all classes, 
for educating them in a score of different ways. With- 
out sharing in any manner the Utopian visions of a 
Bellamy, may we not conservatively enough look for- 
ward to a time when city life shall be made far more 
healthful, convenient and delightful than it is to-day, 
and that, in no small degree, through the efforts of 
public authorities, through the action of the great co- 
operative household of citizens? 


If such shall prove the case, this increased activity 
will require increased outlay, for enduring public works, 
as well as for current purposes. Each year, each quin- 
quennial period, each decade, each generation, will en- 
joy the benefit of the works established by its predeces- 
sor, but each will, at the same time, have new invest- 
ments to make to meet its own needs and to hand down 


to its successor. 

If there is any weight in the considerations.so far pre- 
sented, it is scarcely necessary to urge that sound finan- 
cial policy requires that our great cities pay out of cur- 
rent revenue a much larger proportion of their expendi- 
ture for permanent improvements than most of them 
have been doing. We need, in fact, to ask indulgence 
for further emphasizing this point. 

Borrowing on such a scale as has been common is un- 
just to future taxpayers. Sometime the reckoning must 
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come. It will not be possible always to shove before us a 
continually increasing burden—and that is practically 
what we are doing, even though we pay all past debts 
when they become due, if at the same time new debts 
of larger amount are constantly being incurred. If the 
likelihood is that each new generation will have new 
burdens of its own, relatively fully as heavy as those of 
its predecessor, it should not be asked to bear, not a 
small part merely, but the greater portion of the cost of 
previous undertakings. 

It goes without saying, moreover, that unnecessary 
postponement of financial burdens adds to their weight. 
Interest goes on ceaselessly. If a public improvement 
be paid for by thirty-year bonds at the lowest rate of in- 
terest, 3 per cent., and if these bonds be gradually 
amortized from the beginning so that the average dura- 
tion of the debt is only fifteen years, yet the actual total 
outlay for the improvement is increased almost one-half 
through interest. In private life the man who borrows 
largely, or for long periods, for non-profit making ex- 
penditures, is considered a spendthrift. Besides, the 
burden of interest is an immediate one—that at least 
cannot be shouldered upon the future. New York City 
in 1897 paid nearly eight and one-half millions for 
interest on its bonds, and almost as much more was 
added to the sinking fund for the ultimate redemption 
of the debt, these two sums together constituting over 
one-fourth of the total city expenditures.’ The money 
spent for these purposes during the years 1892 to 1897 
was not far from equalling the new debt incurred in that 
period of great borrowing. To be continually paying 


‘Compiled from Comptroller’s ‘‘Report,”’ 1897, p. 44 and Statement 
G. The net amount of contributions to the sinking fund from all 
sources is considered as a current payment. This amount varies con- 
siderably from year to year. 
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interest and redeeming old debt with the one hand and 
continually incurring new debt with the other is poor 
economy. Indeed, it is a fiction to speak of borrowing 
as transferring the burden of expenditure largely to the 
next generation. The taxpayers of to-day will most of 
them be paying taxes for ten, for twenty years to come, 
and their taxes will largely go to cover interest on bonds 
which might have been saved by taxing themselves a 
little more heavily at the outset. 

It has been intimated already that financial writers 
urge especially the desirability of borrowing to meet the 
cost of profit-earning enterprises. It may, indeed, readily 
happen that, when entering upon some great new guasz- 
private undertaking, the city may make an unusually 
sudden and large capital outlay, clearly calling for bond 
issues; but where expenditures for such purposes are 
distributed more or less evenly, there seems no sufficient 
reason for making a distinction in principle regarding 
them. 

In the first place, the mere object of insuring that such 
an investment be made to support itself by the sales of 
its product or service can be almost if not quite as well 
accomplished by careful book-keeping and public reports 
as by the segregation of debt charges and revenues. As 
a matter of fact, the attempt to keep up numerous sep- 
arate funds of different kinds in our American cities has 
usually confused rather than aided the taxpayer, and has 
often broken down. In the second place, the mere fact 
that the revenues of an enterprise are capable of covering 
the debt charges is in itself no argument against cash 
payment for the investment. Receipts in that case will 
go to reduce taxation—not in the distant future but in 
the present. A man who has all the capital of his own 
which he can profitably invest in a revenue-earning 
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business would be foolish to borrow. It is surely better 
to have the investment free of burden. Finally, it is to 
be remembered that a city is justified in furnishing any 
service only in case it is of exceedingly general useful- 
ness—gwast-public in its character. As the city grows 
and as solidarity of interests and of sentiments increases, 
more and more will the service tend to become of uni- 
versal necessity, will the private interest yield to the 
public interest, and the price and fee principles of pay- 
ment to the tax principles; less and less will it be fitting 
to rely upon charges to consumers as the means for pay- 
ing interest and redeeming the debt incurred in the 
enterprise. 

For the sake of simplicity we have in the preceding 
discussion passed over with mere casual mention some 
important modifications in the statements and principles 
laid down. These must now be more fully developed. 

We noticed, in the first place, that, even where the 
capital expenditures of a city become quite uniform if 
groups of several years be taken as the units of compari- 
son, there are often sharp fluctuations within these groups. 
Though it would be possible, often, by taking thought, 
to decrease these fluctuations somewhat, engineering and 
other reasons are bound always to cause them to a con- 
siderable degree. Such reasons may easily call for two 
or three times as large payments in one year as in the 
next. So far as this is true, we must evidently depart 
from any policy of immediate and full cash payment. 
The tax-rate cannot be permitted to vary with such 
suddenness. 

Again, we saw that it has happened, even in those 
cities where the uniformity of capital expenditure has 
been generally most marked, that during certain periods 
of years the outlay for permanent improvements has 
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been materially higher Jer capita than the average for 
preceding and following periods. Such unusually large 
expenditures may have been entirely desirable and 
necessary. ‘There can be little doubt that some of our 
own great cities are at the present time having to spend 
more for public works, relatively to population and 
taxable valuation, than they are likely to need to do 
during most future periods. Thus in New York the 
attempt to remedy the neglect of public improvements 
on the part of a corrupt administration during a long 
series of years, together with the impetus of a new con- 
ception of the possibilities of municipal life and with the 
new needs growing out of the consolidation of the city, 
has led to unprecedented capital outlay during the past 
five or ten years, an outlay likely to continue large for 
several years to come. So too, Boston, during the past 
decade, has been growing into closer relation with its 
suburbs, has been coming to realize its metropolitan 
character, and has caught a new spirit of progress—in- 
fluences which have resulted in the undertaking of 
extensive improvements, scarcely likely to be equalled 
in relative importance in the municipal annals of some 
time tocome. Both of these cities have, therefore, been 
justified in borrowing part, though not the whole, of the 
money necessary to meet these expenditures. 

Such periods of unusually active municipal develop- 
ment, of especially heavy outlay, are likely hereafter to 
occur from time to time in almost every city. What 
constitutes a period of truly extraordinary expendi- 
ture, and what proportion of its burdens may properly 
be postponed to the future, are questions which cannot, 
of course, be determined in advance with absolute 
certainty. The decision as to a course of action which, 
so far as can be foreseen, is wise and just, calls evidently 
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for most careful, conscientious and statesmanlike de- 
liberation. 

We must, finally, recognize that the existing charges 
on debts earlier incurred preclude the immediate full 
adoption of a policy of paying for permanent improve- 
ments primarily out of current revenue. To do so 
would be, not to equalize the burdens of present and 
future generations, which is the goal to be sought, but 
to call for double sacrifice from the taxpayers of to-day. 
The city would evidently have to begin by meeting 
part only of its capital expenditure by means of regular 
income, increasing the proportion gradually as the 
payments on past indebtedness relatively diminished. 

In view of the preceding general argument and of its 
qualifications, the following may perhaps be tentatively 
outlined as a feasible scheme of payment for permanent 
municipal improvements in great cities. It is not pre- 
sumed to be applicabie in any considerable degree to 
small places. 

Supposing that the burden of earlier debts has been 
reduced to a moderate basis, there might be fixed in ad- 
vance, for a period of say five years, an annual sum to 
be raised by taxation for the purpose of establishing, 
extending and rebuilding works of a permanent char- 
acter. This sum would be determined by a careful 
consideration of past, present, and probable future cir- 
cumstances, expenditures and needs regarding such pub- 
lic works. A fair basis often would be the average out- 
lay for permanent investments during the preceding five 
or the preceding ten years, with a percentage added to 
cover increase of population; but regard would have to 
be given to the question whether the outlay for these 
years had been apparently normal or otherwise. It 
would not necessarily, of course, be the purpose to raise 
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the full amount of anticipated expenditures for per- 
manent improvements, if it were fairly believed that 
such expenditures would be greater than the average. 
But it would be necessary to guard against the constant 
temptation to lighten present taxes, especially for the 
sake of political capital, at the expense of the future. 
Public officials are apt to be too ready to overestimate 
the relative weight of present burdens and the relative 
capacity of the future for burden-bearing. 

All money thus raised by taxation would be set aside 
exclusively for permanent improvements, and not 
allowed to be used for ordinary administrative purposes. 
Whenever there was a surplus of income from this 
source over expenditure, it would be deposited in bank 
at interest; whenever there was a deficit, money would 
be borrowed on short-time bonds, to be renewed when 
necessary. In this way minor fluctuations in the ex- 
penditures from year to year would be adjusted. This 
double method has already been systematically worked 
out in some of our great cities, for the purpose of estab- 
lishing an equilibrium between income and outgo within 
the year itself, and it is also employed in the national 
finances of certain countries. New York City, for ex- 
ample, borrows immense sums each year on so-called 
“revenue bonds,” which are mostly repaid within a few 
months out of taxes, small balances being occasionally 
carried over to another year. The rates of interest 
necessary to secure such short-term loans are remarkably 
low, while, on the other hand, by careful and honest 
management, a reasonable interest can usually be ob- 
tained from banks on money held by the city in advance 
of expenditure. 

Finally, if at the end of the period of years any large 
amount of these short-time obligations remained out- 
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standing, representing capital expenditures in excess of 
the total raised by tax, they would be funded by other 
bonds, having a term of greater or less length, according 
to the character of the improvements made during the 
period and the probabilities as to future capital outlay— 
the matter again calling for careful and conscientious 
deliberation. Under present conditions, I may add, it 
does not appear that much attention should be paid, in 
fixing the duration of bonds, to the preference of in- 
vestors for long-time securities. The slightly lower rate 
of interest on a thirty or fifty-year bond is not worth 
securing at the cost of paying interest twice as long as. 
is necessary or proper, in view of the nature of the in- 
vestinent. 

The chief practical difficulty which might arise in the 
operation of such a system as here proposed, would be 
the temptation, growing alike out of the dishonesty of 
officials and the lack of foresight on their part and that 
of the people as well, tospend wastefully or prematurely 
any money which might be accumulated in the fund 
for permanent improvements. Simply because the 
money was there, the city might be inclined to under- 
take comparatively unnecessary works, leaving little or 
nothing to meet more pressing needs which might arise 
later. But in a municipality with even a moderately 
intelligent and honest government, there ought to be 
far less difficulty from this source than was experienced 
by our national government during the time when its 
finances showed a constant surplus. In the city, sur- 
pluses would not occur repeatedly, year after year, with 
prospect of indefinite continuance in the future. It 
would be understood, by people and officials, that a dis- 
tinct destination was already in view for moneys ac- 

Io 
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cumulated. In fact, were our cities governed by fairly 
competent and fairly permanent rulers, it would be pos- 
sible for them to estimate quite definitely in advance 
the needs of each period of years as a whole, and to 
know approximately the sums which would be required 
for the leading improvements contemplated. Such a 
condition as this has already been reached in Berlin and 
other European cities where municipal administration 
has been reduced to a profession. 


Professor HOLLANDER: Asa statement of fiscal theory 
there would be little dissent. Yet when we come to 
make practical application of the theory, a necessary 
exception becomes so formidable as to question the 
utility of the theory. In other words, what is to be 
said in the case of a city groaning under an oppressive 
tax rate, with an assessed valuation of property to its 
full value, and yet in urgent need of improvements, 
such as school buildings, fire departments, street paving, 
which, from a strictly theoretical point of view, are 
chargeable to current income. That is the typical con- 
dition of the American city, and it seems so conspicuous 
that it is idle to formulate a fiscal theory in opposition 
to it, or to say that the cities shall halt in improvements 
or in the amelioration of the conditions of municipal 
life, on the score that they should not borrow. 

There are at least three circumstances which render 


increase of municipal indebtedness for necessary munici- 
pal improvements less ominous than might be supposed. 
In the first place we must consider the likelihood of con- 
tinuous decline in the interest rate of municipal securi- 
ties. In the second place we can assume in the ordinary 
city a saner policy of amortization, etc. Finally, a con- 
sideration to be borne in mind, most important of all, is 
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the fact that municipal tax-paying capacity may increase 
more than proportionally with municipal expenditures. 

We should bear in mind the danger of borrowing for 
current improvements, but we must not formulate an 
absolute rule to the contrary. The policy should be one 
of discretion. Borrowing is to be permitted when the 
need is urgent; it is not to be condemned merely on the 
ground that it violates the principle of “ pay as you go”’. 

Professor SELIGMAN: After listening to the last 
speaker’s remarks, it occurs to me that it would be un- 
fortunate if we were compelled to come to the conclu- 
sion that the theory advanced by the essayist was in it- 
self admirable but could not be worked out in practice. 
That, of course, is a statement to which teachers of 
economics have grown accustomed. But if a theory is 
true, it is safe to assume that it can be worked out. 

Is there not some way in which we can find a com- 
mon ground? The one speaker said, we must pay for 
new expenditures through more taxation. The other 
speaker said, the theory is beautiful, but you cannot do 
it because the burden of taxation is already too great. 
If the theory is true that we ought to pay for those ex- 
penses out of current revenues, and if our revenues are 
insufficient, the thing to do is to reform our methods of 
revenue. The whole question of municipal income it- 
self is bound up with this question. The practical aim 
must be to reform our present system of taxation. 
Then we shall have a revenue adequate to the realiza- 
tion of the theory. 

Again, it may be asked: how far are we to accept the 
demand of Professor Durand on the one hand, and on 
the other the contention of the last speaker that we 
should employ this method with discretion? If we 
accept the principle that there are continually recurring 
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improvements and that there will be from year to year 
new schemes of permanent improvement, could not a 
correct line of distinction be drawn between the in- 
auguration of the new idea and its continuance? The 
inception expenses could be met by borrowing money ; 
but then, after the public had become familiarized with 
the idea of and the need for each new improvement, 
could not the recurring expenses incident to such ‘im- 
provements be met by taxation? In brief, start the 
improvements by borrowing money, but provide for the 
continuance of the expenditure by taxation. 





THE FINANCIERING OF TRUSTS. 


BY HON. CHARLES §S. FAIRCHILD. 


The subject that I have been asked to present—“ The 
Financiering of Trusts”—is one as to which there is, 
probably, much confusion in the minds of many people. 
But it is so simple and the process is so obviously the 
one that must be followed that I am doubtful if I can 
worthily take any of your time. 

The motives and the processes which produce a cheese 
factory or creamery are much the same as those which 
produce other business combinations or so called trusts. 
A, B, C, D, and E own dairy farms; [they become 
satisfied in some way that they can manufacture and sell 
butter and cheese at greater advantage if they combine 
both for manufacture and sale than they can if they 
continue in the old way on each individual farm. 

They may reach this conclusion through the talk of 
some man who wishes the job of managing the manu- 
factory or by talk among themselves. In the one case 
there is a promoter; in the other not. 

But coming to my immediate subject, owing to the 
fact that usually the things which we have in mind 
now are made by the union, under a new corporation, of 
private concerns and of corporations more or less 
widely separated geographically, and because there are 
laws about corporations that must be complied with or 
evaded, some things are done in their financiering 
which make apparent differences between them and the 
familiar cases of which I have spoken. But the differ- 
ence is more apparent than real, as will appear when 
both are well understood. 
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Several manufacturers whose factories are in as many 
different places come to believe that it is for their ad- 
vantage to unite their various businesses: they consult 
as to the value of their respective real estate, tools, ma- 
chinery and business connections ; then they organize a 
corporation under some state where the laws are suit- 
able for their purpose, providing for a maximum of se- 
curities of various kinds, mortgage bonds, preferred and 
common stock—all or any of these as they may deter- 
mine—and then sell their properties to the new corpora- 
tion, taking in payment the securities of the new cor- 
poration in such proportions as the value of each prop- 
erty is to the value of all of them. 

Or in another case the promoter acts. He goes to 
each of the manufacturers, obtains an option upon their 
properties, agreeing to pay for the same, it may be in 
cash or in the securities of the new corporation, or 
partly in cash and partly in securities. He organizes 
his company and agrees to sell the properties upon 
which he has his options to the new corporation for all 
the securities that it has issued. He then distributes 
part of these securities to those who have agreed to take 
them in payment for their properties, and sells to out- 
siders—new men—generally called “the public,” 
another part of the new securities for cash, which is 
used to pay the money to those manufacturers who have 
agreed to take money in whole or in part, and also an 
agreed part of the cash thus realized is kept in the 
treasury of the new corporation as a working capital to 
avoid the necessity of selling the paper of the new 
company, as probably all of the concerns thus combined 
had been obliged to do before the combination was 
made. ‘This provision of cash for working capital is 
also generally made in whatever way the combination 
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be brought about ; it is certainly always done if good 
judgment and prudence have been respected in the for- 
mation of the combination. In many cases, I think it 
may be said, that one of the strong indncements which 
have caused manufacturers to enter into these combina- 
tions has been that they might be freed from the worry 
and peril of constantly raising money on their business 
paper to carry ona business which was not equipped 
with sufficient cash capital. 

After enough of the securities have been distributed 
and sold to fulfill the engagements of the promoter, he 
tries to have a good supply left in his hands to reim- 
burse him for his expenses and pay him for his time 
and labor. In some instances this pay is said to have 
been very large. Naturally as to this I have no positive 
knowledge in any instance, only rumor and gossip. 
This method of payment is the same as that of the 
reorganizers of railroad and other concerns ; it is in the 
nature of a lawyer’s contingent fee, dependent upon the 
success of the undertaking or suit, and is naturally 
larger than it would be if made in cash. 

During the processes which I have described, under- 
writing syndicates have probably been employed to 
make sure that a sufficient amount of securities shall 
be sold to secure the cash needed, and there have been 
one or more bankers who may have loaned money 
needed, pending the final launching of the new com- 
pany and may also have been employed to bring out its 
securities, z. ¢., offer them for subscription by the public. 
Syndicates and bankers must be paid their commissions 
out of the surplus securities. 

Perhaps a concrete illustration may help toward a 
clearer understanding of just how this part of the finan- 
ciering of these combinations is managed. Let us 
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assume that the promoter has secured options upon the 
plants, assets and good will of ten separate manufactur- 
ing concerns, for which he is to pay, under the terms of 
his options, $3,000,000 in cash and $6,000,000 in pre- 
ferred stock and $4,000,000 in common stock of a new 
company of $20,000,000 capital (half preferred stock) 
to be formed to acquire the entire plants, stock and 
other assets, good will, etc., of the ten concerns specified, 
and to have when formed at least $1,000,000 of working 
capital. As soon as these options are in this definite 
shape the promoter goes to some financial house or firm 
of private bankers for assistance in raising the $4,000,- 
ooo of cash which the plan requires. He presents the 
facts as to his options and his program and proposes that 
if they will arrange a syndicate to underwrite or guar- 
antee the purchase of $4,000,000 of preferred stock and 
$4,000,000 common stock for $4,000,000 in cash he will 
give them a commission of 5,000‘shares of the common 
stock of the company. The bankers give the entire 
project careful investigation, usually employing experts 
and accountants to report upon the facts as to the busi- 
ness and profits of the constituent companies. If the 
result is satisfactory, the promoter gets a favorable 
answer and the bankers become the managers of an 
underwriting syndicate. In carrying out this part of 
the program they proceed to lay the matter before the 
individuals or companies to whom they desire to offer 
an interest in the marketing of the stock. This is 
naturally done by submitting copies of a syndicate 
agreement reciting that the subscribers agree to pur- 
chase at par the number of shares of preferred stock 
set opposite their respective names, receiving as a bonus 
an equal amount of common stock—but the whole con- 
ditioned upon there being an aggregate subscription 
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equal to the $4,000,000 to be raised. If this amount is 
oversubscribed some subscriptions are either thrown out 
or cut down. If it is not subscribed the project has to 
be abandoned or modified. In some cases the desired 
end is sought by a public announcement of the terms 
on which subscriptions will be received. 

If the entire $4,000,000 is subscribed the next step is 
to require the payment of the subscriptions allotted. 
This gives the syndicate managers the $4,000,000 cash 
which the plan requires. The new company is then 
incorporated with an authorized capital of $10,000,000 
preferred and $10,000,000 common stock, of which per- 
haps $5,000 of the common stock is paid up at once; 
and on this the company begins business with a regular 
board of directors. The stockholders owning this first 
$5,000 of stock (50 shares) then vote to authorize the 
increase of the capital to the amount fixed in the cer- 
tificate of incorporation and approve the issue of all the 
additional stock in a block to John Doe, the promoter, 
in exchange for the various plants, assets, etc., and the 
$1,000,000 cash which the new company was to ac- 
quire. Then by simultaneous transactions John Doe 
gets the $10,000,000 preferred stock and $9,995,000 
common stock ; of this $6,000,000 of the preferred and 
$4,000,000 of the common stock is passed on to the 
owners of the original companies; $4,000,000 of each 
is passed to the syndicate, whereupon it turns over to 
John Doe the $4,000,000 of cash, which he in turn uses 
to pay the cash required by the options and that which 
is to go into the treasury of the new company ; at the 
same time the titles to the various properties are passed 
to the new company. John Doe then finds himself— 
after turning over to the banking house which formed 
the syndicate the 5,000 shares of common stock agreed 
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upon as commission for their services—the possessor of 
14,950 shares of common stock, of the par value of 
$1,495,000. 

In planning the details of the various consolidations 
there has been great diversity. In some cases there has 
been only a single kind of stock—common stock. 
Such, for example, are the Standard Oil Co. and the 
Amalgamated Copper Co.—both among the largest of 
the so-called trusts. In most cases, however, there 
have been two kinds of stock, preferred and common— 
frequently evenly divided in amount between the two. 
When put out to the public through a syndicate, the 
preferred stock has usually been offered at par with a 
bonus of an equal amount, or 60 per cent., 75 per cent., 
or 80 per cent., in common stock. In the terms on 
which the preferred stock is issued, there is equal diver- 
sity. So far as one can generalize, it might perhaps be 
said that the most general plan has been to issue a 6 
per cent. or 7 per cent. preferred stock, preferred not 
only as to dividend named, but as to assets as well. In 
some cases the position of the preferred stock has been 
made exceptionally strong. Take, for example, the 
preferred stock of the Royal Baking Powder Co. which, 
under the plan there followed, is allowed no voting 
power or representation in the management so long as 
the quarterly dividends of 6 per cent. per annum are 
regularly and promptly paid. But if there should be a 
default in the payment of that dividend, the entire 
voting power and management pass from the common 
to the preferred stockholders. This provision thus 
leaves the preferred stockholders in much the same 
position as if their interest was represented by bonds— 
but without the difficulty, expense and delay of fore- 
closure in case of default in payment of interest. 
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In the most of the recent consolidations there has 
been included no bonded debt. This I believe to be 
wise, inasmuch as it leaves the company with no fixed 
charges and thus in a much stronger position in a period 
of depression than it would occupy if it were obliged to 
meet the interest on a large amount of bonds. Because 
of this infrequent use of bonds in the consolidations 
which have been made in the industrial field, the first 
long continued period of depression will not produce the 
abundant crop of reorganizations that has in the past 
attended depression in the railroad field. 

In the issue of common and preferred stocks in the 
capitalization of the corporations we are considering, an 
attempt has frequently been made to limit the preferred 
stock to the value of the actual tangible assets turned 
over to the new company, real estate, plants, tools, ma- 
chinery, stocks of goods, working capital, etc., leaving 
the common stock to cover the value of the “ goodwill,” 
expected earnings, expenses of promotion, etc. This 
brings up a question which is of much importance to 
those who invest in the new company’s stock, viz. “In 
what manner has the value of this ‘ goodwill’ been esti- 
mated in fixing a price upon the various constituent 
companies?” Nearly every proposition for a consolida- 
tion has been accompanied by the results of a careful 
investigation into the net earnings of the constituent 
companies for a number of years past. These earnings 
augmented, perhaps, by an estimate of the economies to 
be effected by the consolidation of the various enter- 
prises form the basis of the estimated net earnings of 
the new company. Care is then taken that the capital 
stock is not made so large that the estimated earnings 
will not afford the dividend upon the preferred stock 
and a substantial dividend upon the common stock. 
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In some cases the value of the goodwill acquired has 
been very carefully estimated. For example, the pro- 
moters of one company made a special point of the con- 
servative methods employed in arriving at the value of 
the goodwill of the companies which were consolidated. 
According to their statement, the new company was 
virtually buying the real estate, plants, stock, etc., on 
the basis of appraised cash value. In addition an allow- 
ance was made for goodwill, calculated upon this basis ; 
from the net profits of each company deduct 7 per cent. 
upon the capital actually employed, 1% per cent. upon 
sales, which were about three times the capital, 2 per 
cent. for depreciation on brick buildings, 4 per cent. on 
frame buildings, and 8 per cent. on machinery. If the 
average net earnings were in excess of all this, and in 
this case it appeared from the promotor’s statement that 
they usually were, the excess was capitalized as “ good- 
will” on the basis of 20 percent. per annum, z. e., the 
value of the goodwill was estimated to be five times the 
amount of such earnings in excess of 7 per cent. on 
capital and allowance for depreciation. 

In some cases, however, there has not even beena 
pretext that the capitalization was based upon a careful 
investigation of the actual earnings of the constituent 
companies. I have in mind a certain consolidation 
which it was desired to effect. The promoters and the 
brokers who attempted to bring it out, however, in 
their prospectuses carefully avoided the subject of 
actual net earnings of the constituent companies, but 
based the estimate of earnings of the new company 
upon nothing more reliable than the quantity of 
product annually turned out and an estimate that the 
selling price had been and would be about twice the 
cost of producing the article. It is hardly to be 
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wondered at that the project was not sufficiently at- 
tractive to enlist the necessary investment support. 

Many of these large industrial corporations have been 
formed to purchase, not the actual plants and assets, but 
the whole or a large part of the stock of the constituent 
companies. This stock even when the whole is owned 
by the new corporation, is then kept alive and consti- 
tutes the formal assets of the new company. 

I might describe all the steps taken in the formation 
of the corporation were there time ; but it is only what 
is done in the formation of a corporation for any pur- 
pose, and, while interesting, does not belong especially 
to this subject. 

I have a table of the kinds and amounts of the se- 
curities used by some of the more important of the 200 
or 300 corporations of this nature that have been formed 
within the past few years; but there is not time, nor 
would it be worth while, to read them now. They will 
be attached hereto, however, as an appendix. 

All this that I have described which is in excess of 
what is done in the formation of the cheese manu- 
facturing combination is rendered necessary either by 
the state laws governing corporations or by the need 
of raising cash capital, or to enable the constituent 
members of the corporation to conveniently collect 
their profits from the combined business in proper pro- 
portions and to have a representation of their interests 
therein which is divided in such form as to enable por- 
tions of it to be sold or transmitted to heirs, etc., etc. 

In substance, however, there is no difference. The 
milk delivered morning and evening during the year 
is each farmer’s contribution to the combination; his 
interest in the whole varies according to both quality 
and quantity of milk, just as in the other combinations 








158 American Economic Association. 


the interests vary according to the quality and quantity 
of property and goodwill or business contributed by 
each. Just as a creamery will be successful as it is well 
or badly managed, or as is the market for its products, 
so in like proportion will any other business combina- 
tion succeed, and for like causes. 

The larger combinations, however, through their se- 
curities affect financial matters generally to a greater or 
less extent as they come into the stock market and into 
the field of investment and speculation. Naturally the 
uncertainty as to amount and regularity of profits attend- 
ant upon one of these enterprises while it is new will 
make its securities a fruitful object of speculation. 
Time and experience will sift them and cause each one 
to take its proper place in the share list. All other 
business securities, be they railroad, telegraph, bank 
stocks or what not, have and must go through a like 
sifting and settling process and their values are and will 
be constantly changing. Some of the other industrials, 
as they are called, have come to be as regular in their 
dividends and as stable in price as the best railroad 
stocks, and some of them are much more removed from 
the speculative field. 

As to the effect upon the money market of these new 
securities, it is hard tosay. It must be remembered 
that the great bulk of them are in the hands of the 
owners of the original constituent properties. It must 
also be remembered that the cash capital provided upon 
the formation of the new corporation has taken from 
the money market a large amount of industrial com- 
mercial paper; in its place is the borrowing upon the 
securities of the new corporations. As to what propor- 
tion the one bears to the other, there are no data to be 
had. Ata venture, however, I would say that there is 
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little, if any, more money loaned now upon the shares of 
new industrial combinations than there would be now 
loaned upon the business paper of the constituent con- 
cerns had the combinations not been formed. Of course 
I say this bearing in mind the demand for money ac- 
commodation that would have been caused by the pres- 
ent business and manufacturing activity. Probably the 
places where the loans are made have been changed. 
More comes upon New York and the business centres, 
and less upon the banks in the places where the separ- 
ate factories are. This may partially account for the 
greater money pressure in New York with comparative 
ease in the interior. All of this will, however, soon ad- 
just itself by the aid of the rapid communication given 
by railroads and telegraphs and the business world will 
move on with certainly no more rapid changes up and 
down in the future than in the past. In the meantime 
prudence and judgment must be used that the unworthy 
may not have undue opportunities and also that the 
worthy may not be unduly repressed. A great help and 
safeguard would be some well devised plan of publicity 
as to corporate earnings and expenses. Such plan 
would serve the financial and general business public 
and at the same time would be a great assistance to the 
solid and well conducted business combination. 
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INFLUENCE OF THE TRUST IN THE DEVEL- 
OPMENT OF UNDERTAKING GENIUS. 


BY PROFESSOR SIDNEY SHERWOOD. 


In a previous article ' I attempted to show how orga- 
nization on a larger scale and of a more complex charac- 
ter was becoming more and more the necessary condi- 
tion of successful enterprise. The effective anticipa- 
tion of wants in a more remote future, which is a 
characteristic of present day civilization, calls for such 
an arrangement of the productive forces that the pro- 
cess of production shall go steadily forward turning out 
each year the desired stream of specific goods. But 
this future demand, while more clearly foreseen than 
formerly, is yet subject to change and hence the pro- 
ducer’s plans must have a considerable amount of 
elasticity. A large premium is thus placed upon fore- 
sight in the anticipation of demand and in preparation 
to meet that demand. 

Again, the area of demand and supply has been 
widely extended. The market has grown world-wide. 
This is due in part to cheap and rapid transportation, 
in part to better knowledge by different nations of each 
other, in part to the extension of foreign trade, in part 
to that modern tendency to empire-building which has 
brought wider areas under a community of law and ad- 
ministration. These facts have placed a high premium 
on broad and deep intelligence in the entrepreneur. 
He must know the larger market—what its demands 
are and what are its sources of supply. He must 


“‘'The Function of the Undertaker,’ Yale Review, November, 
1897. 
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possess also the ability to take broad views of the plans 
necessary to bring together this demand and supply. 
He must be a constructive statesman in industry, capa- 
ble of forming large and far-reaching policies. 

In the third place, the further development of the 
“division of labor” has increased greatly the technical 
difficulty of undertaking. The undertaker must be a 
great engineer in economic matters, understanding how 
to utilize to the best advantage the highly developed 
skill of the laborer, the complex adjustment of the 
machinery and how to combine the two. 

Finally, the vast accumulation of modern capital, 
with the necessity of using large capital in these pro- 
ductive processes, make it essential for the modern en- 
trepreneur to be a great financier. He must know how 
to get the requisite capital under his control upon ad- 
vantageous terms, how to manage it economically and 
successfully, how to meet the payments of interest, how 
to avoid carrying unneccessary capital, how to preserve 
the confidence of the investor. 

Successful industry thus requires as never before 
genius in organization. Right organization is the factor 
in production which is of overshadowing importance. 
Labor and capital alike have come into a relation of 
actual dependence on undertaking ability. Mill’s 
famous dictum that “industry is limited by capital” 
has relatively lost its significance and should be re- 
placed by another, “industry is limited by the organ- 
ising ability of the undertaker”. 

In spite of the higher standard of living to-day, there 
is practically no limit to the creation of capital. The 
limit to industry involved in scarcity of labor is 
likewise relatively remote because modern machinery 
and modern specialization have rendered labor many- 
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fold more efficient. It is in the scarcity of competent 
industrial leadership that is to be found the effective 
limit to the growth of industry. The costly wastes of 
our modern system are the wastes of misdirected pro- 
duction. The frequency and stubborn vitality of our 
latter day industrial depressions can be blamed only 
upon the lack of broad intelligence and sound judgment 
in the modern undertaker. The /¢#/e undertaker, in 
possession of large capital and vast industrial oppor- 
tunity, is the curse of the present system. He plunges 
blindly into wrong lines of production, or he pushes his 
operations beyond the limits which real foresight would 
have enabled him to see. In his ruin he involves not 
only his own capitalists and laborers, but other pro- 
ductive organizations as well, and he shocks the confi- 
dence of investors generally, so that recovery from de- 
pression is excessively slow. 

The real function of the trust is to get rid of the 
weak entrepreneur. It is the natural and spontaneous 
effort of a progressive industrial organization to get 
undertaking genius at its head which has produced the 
trust. The formation of trusts is a process of natural 
selection of the very highest order. 

Where competition is still active, the success of an 
industry depends on its control by an undertaker great 
in the qualities I have named; in mercantile foresight, 
in statesmanlike ability to form the broad policies re- 
quired by the actual conditions of the world-market, in 
the technical skill necessary for the nice adjustment of 
highly specialized machinery and labor, in the financier- 
ing of vast capital. A mistake by him in the perform- 
ance of any one of these four functions may mean, if 
not immediate disaster, at least inferiority to his rival. 
Continued success here is in the hands of the greatest 
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leader. But this strenuous competition, this war to the 
death, while it pushes to the front the leader most 
capable, at the same time tends to consolidation. The 
fierceness of the competition, enhancing the wastes of 
production, compels the competitors to some form of 
combination and in this combination the control natu- 
rally passes to the strongest and most capable of the 
leaders. 

This is the selective process which was characteristic 
of the change from the individual to the corporate form 
of industrial organization. The gains which were 
possible under production on a large scale could be 
realized only so far as competent leadership of the large 
operations was developed and in this school of experi- 
ence the leaders were trained for the still higher work 
required. It is in the rivalry between combinations 
that the supreme effect of this process isseen. Having, 
as the head of a corporation, learned, as it were, to com- 
mand a brigade, the great entrepreneur develops the 
fitness to command a division or an army corps. 

The strength of the trust is that it gives the oppor- 
tunity for the exercise of these highest qualities of in- 
dustrial leadership. The process of forming the trust 
tends to put the ablest of the great undertakers at its 
head. For if not, then the really more capable man is 
not apt to remain quiescent, but breaks away to become 
a formidable rival again, a rivalry which at last gener- 
ally results in the supremacy of the stronger. In other 
words the persistence of the trust is dependent upon its 
securing and retaining the highest leadership. Mon- 
opoly of a machine will not long secure the trust, for a 
new machine is likely to be invented; monopoly of 
franchise will not do it, for such a monopoly may be 
broken. The monopoly upon which the permanency of 
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trusts must chiefly rest is the monopoly of undertaking 
ability, a monopoly in its nature temporary and the re- 
sult of a competitive process. 

The test of the leader’s ability will be found, in the 
last analysis, in benefits rendered to the community, z. e., 
in the securing of the greatest economics in production. 
Benefits to the community are not synonomous neces- 
sarily, as Adam Smith would have us believe, with low 
prices to consumers. The great body of laborers who 
want high wages protest against that doctrine, as do the 
investors of capital. Consumers of any product must be 
willing to let live as well as to live. Sufficient induce- 
ment must be allowed to prudent people to make it 
worth their while to create new capital, laborers must 
be induced to acquire skill and sterling character. In 
other words the successful management of legitimate 
industry means adequate wages and dividends, no less 
than lowered prices to consumers. It is the ability to 
maintain the proper balance between these three forces 
which will decide the ultimate fate of the trust as a 
form of industrial organization. The failure to do this 
inevitably lures new competition. In other words the 
monopoly is temporary. 

['A rapid historical survey will show the part which 
temporary monopoly has played in stimulating compe- 
tion to progressive effort. 

With a people naturally inclined to individual initia- 
tive the necessary condition of improvements in pro- 
duction is the prospect of large gain to the inventors of 
the improvements. With early agriculture, where 
natural opportunities were large and small capital was 
required, competition served to bring out the invention 
of better processes only as such competition was stimu- 


! The portion bracketed, pp. 167-173, was not read at the meeting. 
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lated by the monopoly of private property in the land. 
This monopoly was a legal one, created by the commu- 
nity to tempt progressive competition. When the gain 
from this monopoly tended through social growth to be- 
come permanent and an obstacle to further progress, a new 
motive to progress was found in commerce. The active 
competitive process there soon brought gains overshadow- 
ing the gains from land ownership, now grown passive, 
and Europe changed from a feudal to a commercial econ- 
omy. But this new competition was made effective only 
through the monopoly of the merchant guilds and 
monopolistic trading or colonial concessions. The 
rising manufactures were likewise built upon the 
monopolistic aid of the craft-guilds. 

The “ Industrial Revolution” marks the next radical 
change and the chief condition of progress became the 
invention of better machines. The highest competitive 
activity was secured by patents. The principle of the 
patent is that a temporary monopoly tempts competi- 
tion in invention by securing extraordinary gains to the 
inventor. But these gains ate only a small fraction of 
the gains secured by the community. 

The factory, brought about by the new machinery, 
was due partly to the monopolistic element of the 
patent law and partly to a certain tendency to monopoly 
in the necessity for large capital under single manage- 
ment—a result reached largely by the extension of the 
corporate form of organization. Theold guild system 
was swept away, having become obstructive to progress, 
and was replaced by the factory system which broadened 
and intensified competition, although itself resting on 
certain elements of monopoly. Superinduced upon 
this change, before the new movement had worked itself 
fully out, came the revolution in transportation due to 
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the steam-engine. In stimulating this progress, mo- 
nopoly again played its réle. The patent, the special 
franchise more or less exclusive, the government sub- 
sidy were all made use of to tempt competitors into the 
field. 

These processes—factory production and commerce 
organized upon the new system of transportation—have 
been working themselves out during our century. 
Everywnere competition has been made broader and 
deeper and everywhere this has been accomplished by 
the luring of enterprise through temporarily monopo- 
listic gains. 

Competition can be a benefit to society only when 
the competitor is so far secure in his possession of the 
gains resulting from his efforts that he is stimulated 
to the struggle. So much of egoism is in us still. 
Where individual control of land, of a trade route, of 
market rights in a town, of a right of way fora rail- 
road, of ownership in a machine, or of the right to 
concentrate sufficient capital for efficient production is 
necessary in order to bring out the full productive energy 
of individuals, society does well to secure to individuals 
that measure of such rights which will bring out this 
energy. Competition which allows the trespasser to 
oust the land owner, the burglar to rob the merchant, 
the commercial pirate to infringe on patent rights, or 
the fraudulent promoter to buy legislative concessions to 
wreck a well established railroad is destructive compe- 
tition, is in fact anarchy and obstructive of progress. 
Monopoly, up to the point where it tends to prevent 
improvement, is a stimulus to true competition. It 
tends to destroy wasteful competition and to promote 
well-planned and responsible competition. During the 
last half century it has become increasingly true that 
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organization on large lines is the essential of efficient 
production. This means concentration of large capitals 
and the highest ability in the management of produc- 
tive concerns. It is not universally true but it is 
undeniably true in the majority of enterprises. Follow- 
ing this tendency, more and more the disposable capital 
of the community and of the world has become con- 
centrated. The movement in banking organization has 
been in the direction of concentration—either legal con- 
solidation or concentration of actual business operations. 
If law does not permit of formal legal consolidation, 
business consolidates itself, as the Clearing House sys- 
tem of this country illustrates. For the right conduct 
of enterprise, under these conditions, a selective process 
is needed which will put in control of productive oppor- 
tunity the men of genius. The trust furnishes such a 
selective process. The trust is successful so far as it 
succeeds in getting such men in control. This is not 
antagonistic to competition, it is a competitive process 
of the most notable sort. It preserves and stimulates 
the most active competition at the point in the pro- 
ductive organization where progress can result. It is 
the most powerful stimulus to call out the best energies 
of the able industrial leaders under conditions where 
industrial leadership is the most important factor in 
production. It is the climax of a long historical pro- 
cess which has pushed the individualistic peoples to the 
front in the world’s industrial supremacy. The least 
that we should do in aid of this development is to allow 
free opportunity for combination—so long as the 
methods of combination are fair, clean and honorable. 
So far as the monopoly of machinery is concerned, our 
patent laws secure temporary monopoly to the combina- 
tion owning the particular machine and at the same 
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time tempt the competition of better machines. As to 
the monopoly involved in the necessity for the possession 
of vast capital by productive combinations, the problem 
is to safeguard the investor by securing in our banking 
and investment agencies able management and honest 
dealing. If this were done, ample competitive capital 
would be forthcoming as rapidly as needed. If this 
were done, freedom of combination would be the best 
safeguard to the investor, for it would aid the ablest in- 
dustrial leaders to secure control of all the capital they 
needed to extend their business to the most advantage- 
ous limit. ; 

There is another element of monopoly—that inherent 
in the growing relative limitation of industrial oppor- 
tunity as society becomes more compact. As popula- 
tion within a given area increases, the line of economic 
progress is toward relatively fewer distributing agencies, 
relatively fewer manufacturing concerns, relatively 
fewer transportation systems. There is here an element 
of permanent monopoly which requires control by the 
government in the interest of the community. This 
control is to be effected either by some system for gov- 
ernment supervision, by government regulation of price 
or by the taxing of a part of the profits into the public 
treasury. 

History has shown over and over again the social gain 
resulting from temporary monopoly in stimulating com- 
petitive improvement by appealing to the speculative 
instinct of able individuals. The temporary monopoly 
involved in the trust is the newest instance and it calls 
out the intensest competition among able entrepreneurs 
for the mastery of business, a mastery resting upon 
superior organization. There is, then, no need to re- 
Strict the temporary monopolies involved in the trust. 
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As to the tendency to permanent monopoly discover- 
able in some lines of business, our experience furnishes 
us with two types of government regulation which have 
proved fairly successful and either of which may be 
applied, with some changes, to combinations—the 
bureau of the Comptroller of the Currency and the 
Interstate Commerce Commission. Both in banking 
and in railroading the growth of business has been 
steadily toward concentration. The banking laws have 
prevented consolidation of banks doing business over 
wide areas. The banks, through the Clearing House 
and their system of correspondents have actually con- 
centrated the banking business. This federative system 
of banking consolidation is in accord with our political 
ideals and is working itself out satisfactorily. The gov- 
ernment inspects the business and requires publicity. 
In spite of all the criticisms urged against the conduct 
of the Comptroller’s office, it must be conceded that on 
the whole his work has been well done and that the ad- 
vantages of free and honest competition in banking have 
been secured to a reasonable degree, without preventing 
necessary consolidation. A possible method of dealing 
with the trusts might be modelled upon the National 
banking system. Combinations local in character could 
safely be left to local law and regulation. Combinations 
which in their operations affected the business of several 
states or of the whole country might be brought under 
a general federal law, upon the plan of the National 
Bank Act. Within the general limits of the law there 
should be freedom in the formation of local competing 
corporations and freedom in the formation of federa- 
tive agreements between these concerns, and even in 
actual consolidation. A Department of Commerce and 
Manufactures at Washington, needed also for other 
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reasons, might be created, charged with the duty of 
regulating the incorporation of these concerns, of in- 
specting their operations, of requiring reports and pub- 
lishing the facts. It is believed that such action would 
meet the requirements of the case with reasonable suc- 
cess. Ultimately it might be advisable to lay special 
taxes upon the profits if the power of the combinations 
became oppressive. 

The failures of the Interstate Commerce Law have 
been due to two chief causes. The law did not recog- 
nize the fact that consolidation is an inevitable tendency 
in railroad transportation and has been attempting the 
impossible in trying to suppress it. Secondly, the Inter- 
state Commerce Commission is a semi-judicial body and 
has aroused the jealousy of the United States Supreme 
Court, which has gradually stripped it of the powers 
which it was intended to exercise. Even so, however, it 
has accomplished much, largely through the publicity 
which it has required of the railroads, to secure uni- 
formity, fairness, and honesty in railroad business deal- 
ings. If the law, instead of prohibiting pooling, had 
charged the Commission with the duty of regulating 
pooling, much more might have been done to secure to 
the public the benefits of the monopoly inherent in the 
business. An extension of the scope of the Commission 
to include supervision of mercantile and industrial con- 
cerns doing an interstate business, would, if wisely 
planned and patiently carried out, furnish a workable 
solution of the trust problem. ] 

The fundamental superiority of the trust is that it 
widens the opportunity to effect the economies essential 
to progress and tends to develop the ability to do this on 
the part of the managers of enterprises. Much of the 
hostility to combination is due to a mistaken view of 
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the true economic function of the trust. The managers 
of the trusts, that inner ring of control, who receive 
the unreasoning condemnation of the mass of the people, 
are in reality inventors of superior processes of produc- 
tion, and as such deserve special recognition no less 
than the patentees of new mechanical inventions. If 
they cannot secure reasonable returns for the benefits 
they confer upon the rest of the community they will 
not be stimulated to work out productive economies. A 
wise policy would not force them to illegitimate and 
dishonorable methods of securing their just rewards. 
This suggests the most sinister side to this develop- 
ment, the prevalence of oppressive and even fraudulent 
practices by the trusts and their corruptive influence in 
our political life. There is good reason, however, based 
upon historical evidence, for the belief that these evils are 
not inherent in the nature of the trust but are simply 
incidental to the changes involved in their formation. 
All pioneer work has a large element of roughness, 
violence and disorder. Take a specific instance—the 
period of great railroad development in this country a 
generation ago. In that rapid and bewildering trans- 
formation of our transportation system with its immense 
opportunities for speculative gains, practices were com- 
mon in the violent and fraudulent conduct of corporate 
elections, in the debauchery of our legislators and even 
judiciary, in the defiance of law and public order which 
have earned an unenviable fame for the unscrupulous 
ability of our railroad promoters. But enlightened 
public opinion is far severer to-day in its condemnation 
of those practices than it was a generation ago, and the 
management of those roads to-day is relatively conserva- 
tive, respectable and promotive of the general good. 
We need not condone the immoralities of our railroad 
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management. We can recognize, however, even among 
such a high-toned body of men as our college professors 
a certain prevalence of methods for securing appoint- 
ments, promotions and other advantages, which belong 
rather to political intriguers than to lovers of science. 
We should recognize further the essential injustice of 
expecting a higher sense of honor among business rivals 
than among the members of this profession. But the 
important fact is that business interests as well as a pro- 
gressive public conscience have worked toward improve- 
ment. This improvement has been marked in the de- 
velopment of our railroad enterprise. We may fairly 
expect the same improvement in the great industrial 
combinations as they settle into permanent organiza- 
tions. 

There is a peculiar significance in the fact that while 
combination is old, trusts are new and are especially the 
product of the new world. The reason is not far to 
seek. It is to be found in special conditions existing in 
America since European settlement here. Throughout 
our whole history there have existed here scarcity of 
labor, scarcity of capital and a population ambitious for 
a high standard of living. Satisfaction of these ambi- 
tions was obtainable only through a higher industrial 
intelligence. Our economic conditions placed a large 
premium on inventiveness and organizing skill. We 
have succeeded in applying machinery in production to 
an extent and with results not equalled elsewhere. 
Skillful organization has been developed in no lessa 
degree. In fact the use of machinery on a large scale 
presupposes and requires a higher order of organizing 
ability. Our industrial leaders developed early in versa- 
tility, in acuteness, in the mastery of the practical 
expedients necessary to success. The qualities of the 
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American entrepeneur were the result of a long process 
of natural evolution. All that was wanted was scope 
for his energies. This opportunity was afforded by the 
industrial revolution and the superiority of the Ameri- 
can undertaker first showed itself in the development 
of the new means of transportation—the railroad system. 
In boldness and largeness of plan, in rapidity and suc- 
cess of achievement, the American railroad undertaker 
has led the world. The newest opportunity was that 
afforded by that extension of the possibilities of com- 
mercial and industrial organization which is summed 
up in the phrase—the world-market. The enlargement 
of the market makes a higher type of organization a 
necessity. The trust is the American solution of this 
problem. Its effectiveness is already becoming recog- 
nized abroad—recognized not only by observers but also 
by imitators. The wider the market, the more economies 
can be effected by organization, a principle already 
grasped by Adam Smith. It is upon this historic 
superiority in the capacity for organization that the future - 
economic supremacy of America must rest. Protection 
is not the cause of trusts; it is at the most only an inci- 
dental aid to their early formation. ‘Their destruction 
would probably be the death blow to our hopes for in- 
dustrial leadership in the international struggle for future 
mastery. They are the most effective agencies yet de- 
vised for preventing the wastes of competitive produc- 
tion. What is needed is an enlightened public appre- 
ciation of the possibilities for good which they offer and 
the limitation of their possibilities for evil through calm 
and wise governmental regulation." 

' For permission to publish Professor Sherwood’s paper the Ameri- 
can Economic Association is indebted to the editors of Zhe Yale Re- 
view, to whom it had been promised before the Council of the Asso- 


ciation directed the publication of all the papers read at the Twelfth 
Annual Meeting. 





SOME TENDENCIES IN COMBINATIONS 
WHICH MAY BECOME DANGEROUS. 


BY JAMES B. DILL, ESQ. 


I. There is quite as much danger to-day to the public 
from the tendency on the part of some to indulge in un- 
reasonable denunciations and to attempt hysterical and 
unwise legislation against corporate capital as there is 
of real peril from the corporations themselves. 

II. Against whatever evil is threatening or existing 
from the corporate evolution of to-day, there is but one 
infallible safeguard, and that is, an enlightened public 
opinion, framed upon a clear understanding of the 
whole situation and based upon an honest desire to do 
what is right. 

Definition of Topic.—We ate, in the first place, deal- 
ing with tendencies only, discussing the probable drift 
of affairs, dealing with dangers perhaps to be appre- 
hended, although not to-day in existence. These so- 
called tendencies are to be found only in some of the 
recent combinations, most emphatically not in all, and 
by no means in the majority of the aggregations of 
capital in corporate form. We are dealing largely with 
isolated symptoms in the case of the few, and not in 
the makeup of the average or the many. In the 
next place, one must bear in mind that the danger is 
not to the public alone. Any dangerous tendency im- 
perils not only the public at large but threatens as well 
all corporations of integrity. The question before us 
can, therefore, be discussed with the same degree of 
earnest inquiry and quite as fully from the corporate 
standpoint as from the point of public inquiry. 


I2 
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One may go a step farther and add that corporate 
capital of integrity to-day is as desirous of having a 
proper line of demarkation drawn between the corpora- 
tion of integrity and those companies otherwise situated, 
as is the public at large. This largely as a means of 
self-preservation. To-day corporations strong in the 
integrity of their finances, their management and the 
personnel of their officers, demand some line of de- 
markation between themselves and other corporations 
“differently situated” in order that the public may 
recognize the corporate proposition that “there are cor- 
porations and corporations.” 

It is in view of this fact that the corporation 
man of to-day, whose sympathies and interests are 
with, whose holdings are in corporations of integrity, 
unites with the economist in demanding that the corpo- 
ration problem shall be worked upon the public black- 
board and in plain sight, and insisting that the corpora- 
tion problem shall be in no part represented by the un- 
known quantity “ X.” 

Heretofore the attitude of some of the corporation 
mathematicians has been to write the denominator in 


large and expansive numbers until the difference be- 
tween $5,000,000 and $20,000,000 has become a differ- 
ence without a distinction, until the average mind of the 
average man has failed to grasp the importance of nu- 
merical addition and subtraction. Assuming that the 
denominator of the fraction means the capital stock, so 


long as the corporate mathematician failed to put upon 
the public blackboard the numerator indicating the 
assets of the company, there was no proposition from 
which the public could deduce any known and certain 
results. Corporations strong in the integrity of their 
organization, their management and their financiers are 
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to-day forced by their surroundings, compelled by pres- 
sure of business competition and obliged by the force of 
a growing and enlightened public opinion to draw a line 
of clear demarkation between themselves and other cor- 
porations differently situated—those who cannot stand 
the test. 

The time was when the legal existence of a corpora- 
tion with a capital of $50,000,000, carried with it dis- 
tinction, weight and a degree of public confidence. But 
to-day a corporation of millions of capital (the difference 
between $50,000,000 and $100,000,000 being scarcely a 
factor) can be organized for a small sum, its stock issued 
behind closed doors for services, or other unknown quan- 
tities, not issuing “two for one” but literally “ millions 
for nothing.” Formerly the great industrial corpora- 
tions said, “Our capital is millions, we are strong ;” 
but of late these great and sound corporations do not 
stand alone in the expanse of capitalization ; others saw 
that the million denominator was easy to write on the 
public blackboard and so long as the sound corporations 
were unwilling to complete the corporate fraction, so 
long the imitators could make equal claims for the con- 
fidence of the investing public. The market became, 
therefore, crowded, even glutted with securities of cor- 
poration propositions whose denominators were alike 
magnificent in their expansion, but whose numerators 
were the unknown quantities. The good were in dan- 
ger of being injured by the failure of those otherwise 
situated. Hence, necessity to-day compels corporations 
strong in their integrity to write the corporation fraction 
in full view of the public, in order to draw the line of 
demarkation, in the plain sight of the public, between 
themselves and others, and thus protect themselves 
against other corporate propositions with expansive de- 
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nominators but without numerators that enumerate. 
Hence it is that we find the proposition to-day true, that 
integrity of corporate capital and corporate manage- 
ment, and as well on the part of the public at large, de- 
mands, and each for its own proper protection, a reason- 
able degree of publicity in, and as well about, corporate 
affairs, accounts and finances. 

I repeat, therefore, that we are free to examine the 
question presented and to discuss it in detail and with 
frankness, as an earnest inquiry not only on the part of 
the inquiring public seeking light, but also on the part 
of the corporations based on integrity, desiring the pub- 
lic to know where the distinguishing line is between 
the good and the bad, between the false and the genuine. 


A GENERAL LINE OF DEMARKATION. 


Corporate Integrity.—In discussing what tendencies, 


if any, are likely to become dangerous, we seek a com- 
mon line of demarkation upon which all thinking men 
can agree. This general line of demarkation between 
the good, and the possibly bad, or resulting evil, is not 
difficult to find. It lies in the single proposition of 
corporate integrity from inception to finish. 

Wherever on the one side we find a corporation 
honest in its promotion, careful and trustworthy in the 
financiering of the proposition, upright in its manage- 
ment, faithful in the discharge of its duties towards its 
stockholders, and single in its purpose to produce the 
best business results, in such a corporation as this we 
look for no tendencies which may become dangerous, 
nor will we find them. 

But, on the other hand, among those corporations 
which depart from the line of integrity, whose promo- 
tion is improper or fraudulent; whose financiering 
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is unwise or vicious; whose capitalization is there- 
fore excessive; whose corporate proposition has no 
numerator; only an expansive denominator, thus avoid- 
ing a proper degree of publicity ; whose management 
seeks through a minority to control the majority, and 
whose officers are more interested in the success of 
their private ventures in speculating in the stock of the 
company than the success of the business enterprise as 
an entirety ; among such corporations we look for those 
tendencies which may become dangerous, not only to 
the public at large but to incorporated capital generally. 


FIRST DANGEROUS TENDENCY. 


Excessive Capitalization.—The first tendency which 
may be regarded as dangerous is excessive capitalization. 
Excessive capitalization is the offspring of two parents, 
the promoter and the financier. The marketing of any 
undertaking, whether good, bad or indifferent, is always 
dependent upon the existence of the financier, the 
hand, influence and reputation of the financier is es- 
sential to its complete existence. 

Improper Promotion.—The question may be asked, 
“what is improper promotion?” From a theoretical 
standpoint, it is clear that promotion for promotion’s 
sake merely is apt to be improper promotion. As a 
practical illustration, the promoter who takes $500,000 
worth of assets and issues to the venders of the 
property mortgage bonds practically to the amount of 
their purchase price $500,000, and then, as against the 
supposed equity in this property issues $6,000,000, of 
stock, part so-called “ Preferred” and part common ; 
improperly promotes. 

The promoter who gives $500,000 of this stock asa 
bonus to the vendors, retaining in the neighborhood of 
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$3,000,000 of this stock for himself and endeavors to go 
to the public with the balance, is certainly properly 
chargeable with improper promotion. 

Another degree of impropriety in promotion is at- 
tained when this promoter, in order to give to the cor- 
poration a standing to which it is not otherwise en- 
titled, seeks to “ people” his board of directors with 
men of reputation, many innocently and unwittingly 
lending their names to an improper organization, but 
for a consideration. When, to accomplish this result, 
he gives large bonuses of stock to these gentlemen to 
induce them to become directors, he and they as well 
are chargeable with improper promotion. The gentle- 
men who go to make up this board and who lend their 
credit to the enterprise without fully understanding the 
situation, may be charged with carelessness in assisting 
in such promotion. 

Improper Financiering.—Take, if you please, the 
history of this organization still farther. The promoter 
who finds himself with a corporation owning property 
and having more stock issued than assets, pos- 
sessing a reputable Board of Directors, and knowing 
full well that he lacks financial backing, goes to the 
financier and says, “ Assist me in putting this stock on 
the market.” If the first question of the financier, 
whether he be an individual or an officer of a financial 
institution, is ‘‘ What is there in it for me?”, then the 
promoter has an opening for improper financiering. If, 
when the question of the division of bonuses is satis- 
factorily arranged, that financier, or that company, 
allows the stock to be put before the public through 
the agency of the individual or the corporation, then we 
have a case of unwise financiering if nothing more. 
The principle is somewhat analogous to that of the man 
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who issues certificates of character to another who is 
either undeserving or concerning whom he knows noth- 
ing, and issues these certificates of character for a private 
undisclosed consideration. The individual who, for a 
private consideration to himself, undisclosed to the 
public, gives the use of his name to that organization, 
has certainly committed an indiscretion. ‘That officer 
of a moneyed corporation who, for a private considera- 
tion to himself, undisclosed, it may be to his Board of 
Directors, recommends, urges or assists in the flotation 
of an undertaking through his institution, has assisted a 
financiering which it would not be wholly inappropriate 
to characterize as unwise, or otherwise, as you see fit. 
That Trust Company which receives a large compensa- 
tion, and does not examine the undertaking carefully, 
and yet puts the proposition upon the market, may 
make a mistake. Certainly it is unwise. 

And so when you ask me as to the general proposi- 
tion as to what is characteristic improper or fraudulent 
promotion and as to what is an element of unwise or 
vicious financiering I answer you, secret and undisclosed 
private consideration for Public Commendation. Where 
you find secret and undisclosed considerations proceed- 
ing from the promotion either to the directors of the 
corporation itself or to the moneyed corporation, or its 
officers, in such cases you may look for cases of promo- 
tion which are perhaps improper, and of financiering 
which is possibly unwise. 

At this point I desire to be emphatic and to be under- 
stood in saying that I am speaking of “tendencies.” I 
ain not speaking of facts existing or of which we see 
clear indications. Most emphatically do I disclaim any 
intention of even suggesting that this course has 
been followed by any existing corporation or any insti- 
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tution of standing. I may be permitted to observe in 
passing, that that moneyed institution or that financier 
who observes the greatest degree of caution for and in 
behalf of the public must ultimately meet with the 
greatest financial success. When an undertaking is pre- 
sented to a financier or to a moneyed institution, that 
financier or moneyed institution must at once con- 
sider himself or itself to be retained either in the interest 
of the promo:er, or else to be retained in behalf of the 
public. Financial institutions and financiers know well 


that their assistance is sought to facilitate the issue of 
securities because the public recognizes the fact that the 
security partakes to a greater or less degree of the char- 
acter of the institution from which, or through which, 
it emanates. No man has stood by combinations, good, 
bad or indifferent, from their conception in the brain of 
the promoter, at their birth in the hands of the financier, 


through their organization and through the management 
of their corporate affairs by the Board of Directors, until 
they have been launched either to a public success or 
laid away in the grave under the receiver’s kindly care, 
—no such man with such practical experience, will deny 
that much of the root of evil and the beginning of 
dangerous tendency may be found with the promoter 
and with the financier. 

The results of excessive capitalization are threefold: 

I. Zhe Impairment of Public Confidence —I am 
not prepared at this time to argue against the ex- 
pressed opinion of some who say that the flood- 
ing of the country with stock and corporate securi- 
ties, which on their face state in plain language 
that their par value is $100, while the public knows 
that the value is but a small fraction of that amount, 
has in the long run somewhat the effect of a depreciated 





Twelfth Annual Meeting. 185 


currency. Neither will I take the time to violently 
differ with those who say that excessive capitalization, 
which is productive of depreciated corporate securities, 
will eventually have much the same effect as a depreci- 
ated currency. In support of this view it is urged that 
lack of accuracy in statements relating to financiering,: 
whether in corporate securities or public moneys, can 
only lead to evil, and that $100 should amount approxi- 
mately to $100, whether written upon the bank bill 
issued directly by the moneyed corporation, or upon the 
certificate or stock or the bond or other corporate 
security emanating from the moneyed corporation and 
countersigned or registered by the bank or trust com- 
pany. We all agree that, in order to protect the finan- 
cial reputation and standing of the country, everything 
relating to finances and financial institutions should be 
above suspicion either of mistake in judgment or con- 
scious error. 

The country with securities that wildly fluctuate, 
that are affected by every breath of suspicion or sug- 
gestion, is somewhat in the same shape as a ship at sea 
with a loose and rolling cargo throwing itself from side 
to side in the hold of the vessel. To the man who 
thinks, from a financial standpoint, the situation pre- 
sents a grave question. The root of the trouble is the 
alarm, panic and fear which is -produced from a lack of 
knowledge and from want of positive information as to 
how high or how low these securities ought to go, based 
upon a public demonstration of the corporate fraction. 
It is the want of publicity, the resulting inability to 
form an opinion, and want of judgment as to sound 
values, that causes the panic and creates the ruin. 

Il. Jmproper Dividend Paymenits.—A _ corporation 
that is excessively capitalized, in order to keep in the 
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race, must provide for the payment of at least ninimum 
dividends, and that too upon a stock which by no means 
represents the actual value of the property, and often 
the estimated earning power of the company is based 
upon the earning power in prosperous times and with 
no allowances for times of lesser prosperity. In sucha 
situation, therefore, a board of honest and well meaning 
directors are faced with a difficulty ; they must either 
pay their dividends to approximately the same amount 
as their neighbors more fortunately situated, or they 
must permit their stock to become depreciated in the 
market as a result of failure to pay dividends. The 
tendency of an attempt to pay dividends upon this ex- 
cessive capitalization is to pay dividends in excess of 
the actual earning power, and out of capital account. 

One way in which this is said to have been done is 
by the conversion of the capital into dividends, a pro- 
cess which in the end is sure to wreck the company, 
decreasing as it does its earning power each year in pro- 
portion to the amount thus withdrawn. The tendency 
is to supply the gap thus made in the capital of the 
company by forcing on the books the capital account 
with property taken from elsewhere. In such a case 
the tendency again is to conceal from the stockholders 
the real state of affairs. 

Ill. Effect on Prices and Wages.—The third effect of 
excessive capitalization and the attempt to pay divi- 
dends upon such capitalization is a tendency to create 
artificial earnings upon an artificial capital, both by arti- 
ficially raising the price of the article produced, and by 
the depreciation of the wages paid. The result to the 
public, from an economic standpoint, is objectionable. 
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SECOND DANGEROUS TENDENCY. 


Avoidance of Publicity— Another characteristic of 
those corporations amongst whom we search for tenden- 
cies that may become dangerous, is the avoidance of a 
reasonable degree of proper publicity in and about their 
corporate affairs. The question of publicity is one con- 
cerning which there are wide differences of opinion. It 
is a question concerning which men may honestly differ 
according to the view point from which it is discussed, 
but even in the discussion of this question there is a 
common ground of approach. All must concede that 
the publicity must be reasonable, and that it must be 
restricted to those matters concerning which the public 
has a right to know. 

The corporations insist that the publicity must apply 
as well tu one as tu another corporation similarly situ- 
ated ; that it is not just to ask a disclosure of one corpo- 
ration which is not required of another similarly situated. 

The proposition has been made that publicity as to 
any matter in or about the corporation, which is accessi- 
ble to every stockholder, is sufficient publicity to answer 
the requirements of a proper demand. There is strength 
in this assertion because it is based upon the principle 
that what is known to many is accessible to all inter- 
ested. This proposition, if accepted, would determine 
the extent to which the publicity should go. Ifa cor- 
poration had but three stockholders, the details would 
be of interest only to the few and not tothe many. The 
lack of publicity would not be important in such a case. 
The corporation, however, having a thousand stock- 
holders, or more, if it should make proper information 
accessible to each of the thousand stockholders, would 
thus practically make the information public, because 
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whatever a thousand stockholders knew, the public could 
easily ascertain and verify. It is along this line that the 
proper solution of the whole question may be obtained. 
We are safe in saying that we may look amongst those 
corporations who seek to avoid any degree of publicity, 
even among their stockholders, for those tendencies 
which may become dangerous, not only to the public, 
but to incorporated capital. Publicity to all of the 
stockholders is practically publicity to the world, and 
the public need not be alarmed about a lack of publicity 
in any corporation where every essential fact concerning 
its inception, organization, management and affairs is 
known to every stockholder. 

If financial institutions always felt that they hada 
public responsibility in refusing to financier organiza- 
tions whose charter and by-laws gave clear indications 
of an attempt to avoid proper publicity, of an attempt 
to keep from the stockholders pertinent information, of 
an attempt by the minority to wrongly control the ma- 
jority, such tendencies would often die in their inception. 
Every trust company knows that a bond must depend, 
as to the rights of the holders, upon the mortgage, that 
a corporate bond is not a corporate bond simply because 
it is a bond, but that it is regulated, controlled, limited 
or expanded according to the corporate mortgage. If 
every trust company should insist upon plainly printing 
upon the face of the bond every limitation upon the 
bondholders’ rights contained in the mortgage, the in- 


vesting public would less often come to grief. So, if 
the financial institution demanded that there should be 
placed upon the certificate of stock every restriction up- 
on the power of the stockholders contained in the char- 
ter or by-laws, then the public would less often make a 
mistake in its investments. The public are not wholly 
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free from blame, because, if the public would refuse to 
buy stock in any corporation unless they received with 
the stock a copy of the certificate of incorporation and 
by-laws, they would then know what they were buying, 
so far as the terms of the securities were concerned, al- 
though they might be ignorant of the solution of the 
corporate fraction. 


THIRD DANGEROUS TENDENCY. 


Evasive Legislation.—We see another marked ten- 
dency to avoid proper publicity in the attempt to pass, 
and sometimes in the enactment, of what is evasive 
legislation. By this is meant legislation which seeks to 
excuse corporations from carrying on what are under- 
stood to be statutory duties as to publicity. 

Legislation in New York.—The history of the statutes 
of New York, from 1895 down to 1899, shows that by 
enactment the legislature has from year to year required 
less publicity, until, to-day, practically all publicity may 
be avoided. It is impracticable within the scope of this 
paper, to discuss the law in all its aspects, but take it in 
respect to a single matter,—that of annual reports. 

The courts of the State have emphatically said that 
the failure of Directors to make the annual reports re- 
quired by the statutes was not a simple contract failure, 
but was the commission of a moral wrong, and directors 
failing to file the annual report were held liable ex 
delicto and not ex contractu. From 1848 to 1890 prac- 
tical publicity was required of corporations as to their 
capital, debts, liability and stockholders, and a statement 
containing these details was required to be made and 
verified by the directors, filed in the office of the County 
Clerk and of the Secretary of State, and published in the 
newspapers where the corporation did business. 
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In 1890 the “Stock Corporation Law” of the State 
(Chapter 564, Laws of 1890, Sec. 20) provided that every 
stock corporation except railroad corporations shall 
annually make a report as of the first day of January, 
which shall state : 

The amount of capital stock and the proportion actu- 
ally paid in; 

The amount, and, in general terms, the nature of its 
existing assets and debts, and all its receipts and ex- 
penditures during the year ; 

The names of its then stockholders; and the divi- 
dends, if any, declared since its last report. 

For failure to make such report, all the directors were 
made personally liable for the debts of the corporation." 
This was in substance a re-enactment of the Act of 1875, 
but with this omission, that the law of 1875 required 
such a report to be published in the newspapers. The 
Act of 1890 required no publication, but necessitated 
only a filing of the report. In 1892 the law was again 
amended, requiring less publicity, and all matters re- 
quired in the Act of 1890 were eliminated excepting the 
following three :? 

1. The amount of capital stock and the proportion 
actually issued. 

2. The amount of its debts, or the amount which they 
do not then exceed. 

3. The amount of its assets, or the amount which its 
assets at least equal. 

Under this provision of the statute as thus amended 
publicity was practically done away with except as 
to the amount of capital and the proportion actually 
issued. There was no requirement of any information 


' Laws of 1890, p. 1072. 
* Laws of 1892, Vol. 2, p. 1832, Sec. 30. 
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as to how this capital had been issued, whether for 
property or for cash. The second and third piovisions 
amount to nothing. The amount which the debts of 
the corporation do not exceed is sufficed by saying 
“that the debts do not exceed one million dollars.” 
The third provision,—an amount which its assets at 
least equal, would be answered by prescribing “ that its 
assets equalled one dollar”; and from neither is any 
real information deducable. ‘The result of this amend- 


ment of 1892 was practically to remove all actual pub- 
licity except as to the amount of capital stock and the 
proportion paid in. 

In 1899, however, a new section was added to the 
Act, providing that “ No director or officer of any stock 
corporation shall be liable to any creditor of the cor- 


poration because of the creation of any excessive in- 
debtedness, or because of any failure to make or to file 
an annual report, whether heretofore or hereafter 
occurring, in case of any debt, as to which personal 
liability of directors or officers may be or shall have 
been waived by such creditor, or by any one under 
whom he claims; or by any provision of any instru- 
ment creating or securing the debt.”' This statute 
therefore, practically did away with the duty of pub- 
licity by providing that it might be a matter of private 
barter made between the creditor and the corporation. 

This Chapter 354 of the Laws of 1899 made it prac- 
ticable for every corporation to avoid publicity by 
adding to every contract of liability specific words of 
waiver of the individual statutory responsibility of the 
stockholder and director. If the courts of highest 
resort of the State of New York were right in declaring 
this wasa moral duty, what can be said of the legislative 


' Laws of New York, 1899, Chap. 354. 
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act which permitted this moral duty to be avoided by 
directors of a corporation for the consideration, if you 
please, of a dollar ? 

This same statute of 1899, which does away with 
the moral duty of a director to make public reports, 
removed another ancient landmark of publicity which 
had for years existed in the State of New York, namely, 
the prohibition against the creation of indebtedness in 
excess of the amount of the capital stock. This statute 
against excessive indebtedness proceeded upon the pre- 
sumption that the paid up capital stock of a corporation 
was a fair statement of the value of its assets, and that 
so long as the indebtedness of the corporation did not 
exceed its capital stock, there was property sufficient to 
pay the creditor. The creditor might rest content, 
assuming that the publication of the capital stock and 
the amount paid in was in fact the publication of the 
maximum amount of indebtedness of the corpora- 
tion, because the one was required to be contained 
within the other and not to exceed the other under 
penalty of the liability of the directors to pay the debt 
thus in excess. But the passage of the act of 1899 was 
a letting down of the bars in this respect, and to-day no 
such assurance is held out to creditors of a corporation, 
because it has already become general for corporations 
to avoid publicity by insisting on inserting in their 
contracts a waiver of liability of directors and stock- 
holders. 

Legislation in New Jersey.—When we turn to the 
state of New Jersey, we are told that required publicity 
has been on the increase as represented in the legisla- 
tion of the last ten years. It is true that there has 
been marked improvement in the statutes of that State 
within the last five years, in the direction of publicity. 
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It is true that in 1898 (Laws of 1898, p. 410) an act was 
passed requiring every corporation in its certificate of 
incorporation and in every report thereafter filed or 
published, to state the location, by street and number, 
of its principal office in the State, and the name of the 
agent designated to be in charge thereof and upon whom 
process against the company was required to be served. 
This was an act, it is true, somewhat in advance of modern 
legislation, in requiring a corporation from its cradle to its 
grave to have a known and published place of business 
and requiring that corporation to insert upon every 
document which it filed or published the address of the 
corporation and the name of the person in charge. 

It is likewise urged, and in accordance with the facts, 
that since 1849 the provisions of Section 44 of the Gen- 
eral Corporation Act had been in force providing that 
every corporation must have and maintain a principal 
office in the State of New Jersey, with an agent in 
charge thereof, and in that office must be kept a transfer 
book in which transfers of stock could be made, and the 
stockbook containing the names of all of the stockhold- 
ers and their addresses, together with the amount of 
stock held by each, all of which should be open to the 
inspection of any stockholder and any other person enti- 
tled to see the same at all times during business hours. 

It is also true, as stated, that in 1898, Section 33 of 
the General Act was amended, and more publicity was 
required in so far that, while previously it had been suf- 
ficient to have a list of the stockholders open to the in- 
spection of the stockholders themselves always ready 
twenty days before any election, the law as then amend- 
ed required the book containing the names of the stock- 
holders with their respective holdings and their ad- 
dresses to be always open to the stockholders and to be 


13 
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presented at any election, and added, what is an effective 
penalty, that the failure to do this disqualified any mem- 
ber of the then board from re-election. 

We concur in the statement made respecting the law 
of New Jersey, that this presents stringent enactments 
for publicity among the stockholders as to their co-stock- 
holders and their holdings. 

As to the payment of the capital stock, the law of the 
State of New Jersey, it is conceded, is even more strin- 
gent than that of New York as to publicity, in that, 
with the payment of each installment of capital stock, a 
certificate is required to be filed stating the amount of 
the installment, the total amount of capital then paid in 
up to that date, and the manner in which the payment 
was made, whether in cash or in property. 

Annually, too, each corporation was required to make 
and file in the office of the Secretary of State a state- 
ment giving the names and addresses of all the directors, 
their terms of office, the date of their election or ap- 
pointment, the character of the business, the street and 
number of the principal office, the name of the agent in 
charge, and providing a penalty for failure to file such 
report in the shape of a liability of $200, in suit to be 
brought by the Attorney General of the State of New 
Jersey. 

The law also makes the books of account and vouch- 
ers open to the inspection of the stockholders, and gives 
the Chancellor of that state power at any time, with or 
without notice, to issue an order requiring the corpora- 
tion to produce its books in court for examination by a 
stockholder or creditor. 

These, then, are the facts upon which the argument 
is based that New Jersey has improved in the matter of 
enforced publicity. 
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We notice, however, that there is no statute, either 
of the State of New York or of New Jersey, which is 
similar to the provisions of the English law to the effect 
that all stock issued shall be held subject to payment in 
full in cash in the hands of whomsoever it may be, un- 
less before the issue and allotment thereof, a contract 
shall be filed in the registered office of the company, 
which contract shall disclose in detail the consideration 
in the way of services or property for which the stock 
shall be issued in lieu of cash, and that, in the event of 
such filing of such contract, that stock can be issued for 
property or services rendered to the amount of the par 
value of this stock. 


FOURTH DANGEROUS TENDENCY. 


Stock Speculations.—Of necessity, briefly, we take 
up the last, but by no means least important point 
of this discussion. We touch upon a tendency which 
is not found in the corporation, but which is said to 
exist in certain corporate officers. I differ with anyone 
who asserts that this tendency to speculate in stocks of 
the company is often found, or that it is frequently seen 
in officers or corporations of standing and importance. 
It however seems true that any tendency in any cor- 
poration to have two interests in the business equally 
important and equally engrossing the attention of the 
officers, the one the business end of the corporation, 
and the other the speculative or Wall Street end, is a 
tendency which may be, with emphasis, pronounced as 
dangerous ; dangerous to the corporation itself as ex- 
posing it to attacks from sources other than those of 
the business itself; dangerous to the officers of the 
corporation as tending to take their attention from the 
one and only end and purpose of the corporation, viz., 
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the betterment of the industry in hand; dangerous to 
the stockholders, as furnishing to them a false and un- 
warranted indication of the progress, or, as the case may 
be, the failure of the business itself. 

We cannot assume that any of the present great 
combinations were put together for Wall Street pur- 
poses, nor can we agree with anyone who would inti- 
mate that they are being conducted to-day for the 
purpose of maintaining Wall Street speculations in 
their own stocks. The great captains of industry do 
not attempt to be great captains in speculation at the 
same time, and in one and the same transaction. If an 
officer of the corporation should have one eye upon the 
business end of the company and the other upon the 
stock of his company, as a personal speculation, his 
attention might be diverted from the proper object of 
the corporation so that failure in both directions may 
be the result. 

In the ordinary walks of life, such a diversion from 
the true aim of business enterprises would not be for 
one moment tolerated. No employer would retain a 
clerk who divided his time between his business duties 
and the ticker. That captain of a trans-Atlantic steam- 
ship who should be guilty of indulging in private wa- 
gers as to the ship’s run per day, or as to the length of 
her voyage, or as to the time when she would pass a cer- 
tain point, would be instantly dismissed at the end of 
his home voyage, because the tendency on his part (if 
allowed) to indulge in private speculation, would endan- 
ger the lives of his passengers. the safety of the ship and 
the regularity of his duties, and all for the purpose of 
private gain. 

If this tendency exists even in a small degree and 
among the least important corporations, it is a tendency 
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in the wrong direction, and one that should be carefully 
guarded against. The temptation to indulge in specu- 
lation of this sort comes from the assumed possession of so- 
called inside information and therefore where the stock- 
holders, and thus the public, are thoroughly informed 
as to all of the financial deals of the corporation, such 
inside information is not as likely to exist and the prime 
causes of such speculation are thus removed. 


CONCLUSION. 


In conclusion, permit me to observe, that I am no be- 
liever in drastic legislation or an attempt to bring about 
by enactinents of statutes that which should be regu- 
lated by an intelligent public opinion. Incorporated 
capital can better be led by an intelligent public opin- 
ion than forced by unjust and hysterical legislation. 
Reasonable publicity and proper restrictions are advisa- 
ble and necessary. Much publicity and many restric- 
tions will be voluntarily assumed by corporate capital 
because of a desire to raise their own standing in the 
public community ; to separate themselves from others 
differently situated. 

It has been suggested that there should be a separate 
corporation act requiring greater publicity and provid- 
ing for a full compliance with a proper law in this and 
other respects. This need not at the outset be made 
applicable to all corporations, but such a corporation act 
should provide that corporations complying with it 
should have a greater degree of freedom from petty an- 
noyances suffered by those under other acts. Let the - 
public exchange for true publicity, freedom from state 
surveillance as to unimportant details. A high moral 
standard is often better than police supervision, and the 
proper aim should be to induce incorporated capital to 
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voluntarily take this high moral ground rather than at- 
tempt to force capital by strict supervision and petty 
surveillance. 

The national banks, organized under the national act, 
are compelled by the provisions of that act to comply 
with strict requirements as to the management of their 
finances and the publicity of their affairs. In return 
for this they are granted certain immunities which are 
not incidental to ordinary corporations, their assets, for 
example, are free from attachment, no matter where 
located. Applying this same principle, it has been ad- 
vocated, and with sound wisdom, that a high-class cor- 
poration act be passed embodying all these particulars 
so far as the public and publicity are concerned, which 
are desirable, but in return granting to the corporation 
immunity from other details of less importance. The 
result would be the same as in the case of the banks. 
A national bank is by many deemed to be an institu- 
tion of a higher standard than a state bank, hence we 
find more national than state banks. Apply the same 


principle, create a high class of corporate law, and 


those corporations who are able and willing to stand 
the test would voluntarily come under such a law for 
the very purpose of showing clearly in the minds of 
the public the difference between themselves and those 
corporations who are not able to thus stand before the 
public. In the matter of transportation, one may go 
from New York to Chicago for $10, or may spend $35. 
It is a question of choice, but that choice is to a large 
degree influenced by the company in which one is 
permitted to go under the $35 rate and forced to go by 
the $10 rate. The man who would go to Chicago for 
$10, is deterred from this by the fact that he would be 
obliged to go in an emigrant train and suffer all the dis- 




















advantages of thus being classed by the public, while 
the man who desires to travel in comfort and to be 
recognized as a man of means and standing, avails him- 
self of the higher priced but more luxurious method of 
travel. Legislation is not needed to compel travellers 
to go from Chicago to New York by the limited train ; 
the railroads do not seek to compel the use of the high- 
grade means of travel by law. These matters regulate 


themselves. 
In all these discussions as to rights, remedies and en- 


forcements of certain matters of law, the safest and 
surest way to bring about the desired result is to edu- 
cate the public and to enable them to classify the 
corporations according to the company with which they 
associate. 


Professor BEMIS: I will try to say just a word, to 
start the discussion, along the line of securing publicity. 
I merely wish to call attention to its difficulty by re- 
ferring to the experience that we have already had in try- 
ing to secure it. We have not made the attempt in the 
case of trusts, but we have attempted it in the case of 
railroads. We know that, as a result, we have secured 
a very valuable mass of material from a member of this 
Association, Professor Henry C. Adams. And yet the 
investigations that I have been able to make lately have 
brought out the discovery, which is really no discovery 
after all, that there is a vast mass of most important 
matters concerning railroads which is really known to 
our commissioners, but about which they do not inform 
the public in any real degree. I refer to secret rates 
and discriminations. Some of the most important and 
valuable things in this connection that we would ex- 
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pect our railroad commissions to make public they may 
indeed hint about in their reports, but in general very 
little real information on these matters is being re- 
vealed. Massachusetts has the reputation of having the 
best railroad commission in the world. But even in 
Massachusetts you will search almost in vain, in all the 
thirty reports of that commission, for the discovery of 
what a few weeks’ investigation will show exists to-day, 
namely, that the railroads of that state are so honey- 
combed with discriminations that nothing whatever can 
be told from the quoted rates on any railroad in the 
state as to the rates which it is actually charging the 
shippers. You will find, for example, as Professor Com- 
mons especially has been discovering, that the quoted 
rates per ton mile on local freight on one railroad sys- 
tem of that state, even on the class of goods on which 
the lowest charge is made, that is, on coal, are higher 
than the average receipts per ton mile on all classes of 
local freight on that road, and the difference is accounted 
for by the Massachusetts State Commission, in private 
correspondence, as due to special rates. Yet they don’t 
take the public into their confidence at all in this mat- 
ter, and so give us no conception of the absolute farce 
of the quoted rates. Take a matter upon which we 
have more fully recognized the right of publicity. 
For a long time the public has recognized gas and 
electric light companies as monopolies. We have had 
a commission at work gathering information, and yet 
the commission refuses to give the public the informa- 
tion which it secures from the companies. It does not 
even verify the reports of the companies, although the 
law gives it the right to inspect their books and deter- 
mine how they shall keep their records. Yet in Haver- 
hill it was revealed that a gas company had been mak- 
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ing false reports to the commission. The best defense 
of such secrecy, even in such a case as the Massachu- 
setts Gas Commission, is given us by a member of our 
Association, who assures us that the corporations must be 
recognized as stronger than the public, and that the 
only way we can deal with them is to give them oppor- 
tunities for still greater profits and to lock up their re- 
ports for a generation. I am not sure but that the posi- 
tion of the gentleman is the correct one, but certainly 
we must recognize the situation. I do appreciate that 
publicity is the first step and that if we cannot secure 
that we cannot do anything else with the trust question. 
I think that is.the practical point for beginning. But 
we cannot secure publicity in the trust if we cannot 
secure it in the railroad. We cannot secure it in the 
railroad if we cannot secure it in municipal monopolies. 
And therefore I would say that the door through which 
to approach the trust question is the railroad problem, 
and the door to that is the municipal problem, because 
that is simpler. The question of securing publicity is 
after all much harder than most people think. 


Professor JENKS: Two questions I should like to ask 
in connection with this discussion. In the first place, 
is there, as a matter of fact, an element of monopoly in 
these great combinations of capital? So far as I have 
noted, that point has not been made clear. Mr. Dill, I 
judge, spoke on both sides of it. He made the state- 
ment that from his business experience he knows that 
some of the larger combinations have considerably re- 
duced their prices, and the implication was that, as 
a matter of fact, the prices were kept down to competi- 
tive rates. On the other hand, he thought that in order 
to pay dividends on “ wind,” it was necessary that prices 
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should be raised. If we can take the first assertion and 
carry it to the logical conclusion, the implication is that 
there is no real monopolistic element in these combina- 
tions ; that competition does work, and that prices can- 
not be put above competitive rates. If the second pro- 
position is true, that over-capitalized companies can and 
do pay dividends by forcing prices above competitive 
rates, or by lowering wages, then there is an element 
of monopoly in the combination. I should like to have 
that point developed somewhat fully. 

I may add that I have myself heard members of some 
of the great combinations say that they believe that, 
within certain limits, there is monopoly, simply from 
the possession of great capital and the fear thereby pro- 
duced in the minds of would be competitors. Now if 
there is an element of monopoly in the great combina- 
tions so that prices can be shifted at the will of the 
managers to an appreciable extent, it seems to me that 
it modifies considerably some of the conclusions reached 
by Professor Sherwood. He stated that he believed the 
limitation of the combination was in the genius of the 
manager. He called attention to the fact that misdi- 


rected production was an evil and needed to be guarded 


against. If there is a monopolistic element in the com- 
bination, so that the manager can shift prices at will, 
and so that he can determine the amount to be produced 
at will, even within moderate limits, and thus control 
the market, it does not require so very much genius to 
direct a combination successfully, no matter how large, 
and there would not be much fear of competition by 
rivals. 

Professor Sherwood stated that a great benefit of the 
combinations is that they get rid of the weak producer. 
A great many people have been inclined to think that 
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perhaps this is a social evil; that the combinations get 
rid of the competitor too easily ; that that there is no 
longer a fair opportunity for a young man to get into 
business in an independent way ; and that every person, 
except a very few, must have a head man over him. 
From this fact, that the great mass of people must be 
dependent upon others, and must take orders from 
others, comes, many think, the greatest evil of combi- 
nations. Is this true? I sould be glad to hear these 


two questions answered. 


Professor LINDSAY: I wish to say a word on the sub- 
ject of publicity as presented by Mr. Dill. Professor 
Bemis has called attention to the difficulty of obtaining 
publicity. If the corporations are anxious for publicity 
we should like to know just what kind of publicity 
organized capital is interested in securing. The limita- 
tion suggested by Mr. Dill seems to me to be one to 


which most of the members of this Association would 
not agree. Ifthe publicity is to be limited to stock- 
holders, it is a very decided limitation, and probably 
not all of us would agree to Mr. Dill’s proposition that 
the public is interested in the business of corporations 
only in proportion to its representation among their re- 
spective stockholders. We have some laws on the sub- 
ject of publicity in reference to the list of stockholders. 
A stockholder has access to the list of stockholders. I 
believe there has been no decision of the courts justify- 
ing a stockholder to copy the list of the stockholders. 

I hope Mr. Dill will speak about the second point Pro- 
fessor Jenks referred to, and that is, the influence of the 
large combinations upon the development of the entre- 
preneur. The present selective process by which the 
efficient entrepreneur is obtained is certainly a costly 
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one. May it not, however, be still the cheapest one in the 
long run? ‘The development of a high order of under- 
taking genius in the few seems to me to depend upon a 
wide range of undertaking experience in the many and 
it is a question worthy of consideration whether or not 
by cutting out to a large extent the possibilities of 
such experience except for a very few persons under a 
regime of large corporations we would in the course of 
a few generations have very little available material 
from which to make selections. Of course it is 
socially desirable to have the best men picked out and 
given large powers at the head of these great combina- 
tions of capital. But in the course of a few generations 
it may not be possible to make such happy selections 
for the large corporations as it is possible to do now. 


Professor GRAY: I have been particularly interested 
in the remarks of Professor Bemis on the Gas Com- 
mission of Massachusetts and in the references of Mr. 
Dill to evasive legislation. I have been asked by more 
than one member of this Association why the gas com- 
mission does not publish the details of the reports made 
to it by the companies. Without authority to speak for 
the commission, or any of its members, from my knowl- 
edge of the general situation I will venture to assert 
that the details of these reports are kept secret lest they 
should be used by those who might not understand them 
to bring about evasive or ill-digested legislation. Not- 
withstanding this secrecy, it must be said that the ac- 
counts and records of the gas companies in Massachu- 
setts are better kept than any other state in the country. 
They are not only more systematic and more accurate 
in each individual case, but are uniform for all com- 
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panies in the state—a fact of great scientific importance, 
as it furnishes a basis for comparative study. 

It is evident that the commission cannot go forward 
any faster than it can carry the legislature with it. 
But, as has been so well said here this morning, we 
cannot expect the legislature to act more wisely than 
the temporary opinion of the average voter demands. 
The evils that exist are, therefore, vitally connected 
with legislation. The commission is the creature and 
the servant of the legislature. The hope of further pro- 
gress lies not in criticising the commission, but in edu- 
cating the average voter until he will not stampede the 
legislature and compel it to pass improper acts. This 
particular commission has probably not done all the 
public supposed it would do, but it has done much— 
probably as much as it could do and command the sup- 
port of the legislature. 


Mr. GIDDINGs said that we must not suppose that the 
suppression of competition between one small producer 
and another who has been making the same kind of 
goods is an extinction of the competition which is most 
important in determining prices. So long as the total 
purchasing power, or money income, of the public is 
not unlimited, and so long as there remains the possibility 
of substituting one sort of satisfaction for another in 
our consumption, trusts will compete with one another 
for the largest possible shares in society’s distribution 
of its total income. Mr. Giddings further argued that 
this competition, like the competition of small pro- 
ducers with one another, tends to reduce market prices 
to the level of normal prices. 


Professor CARVER: It seems to me that there are two 
aspects of undertaking genius. One consists in the 
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ability to produce a better quality of goods at a low 
cost, and fight rivals by that method. Another aspect 
consists in the ability to fight rivals by strategic 
methods. In the former the public is vitally interested. 
They want that kind of undertaking genius at the head 
of things. They are not particularly interested in hav- 
ing the second at the head of institutions. Now it 
seems to me that very likely the development of trusts 
tends to exaggerate, or at least it does not tend to di- 
minish that second kind of undertaking genius. The 
man who by this process of natural selection finally 
comes to the lead of a great combination, may keep that 
position and maintain that position largely because of 
the possession of that kind of undertaking genius which 
consists in the ability of running out all rivals by 
stategic methods, sometimes by discriminations, or by 
unscrupulous methods perhaps. Now it seems to me 
that there lies one answer to Professor Jenks’ question, 
that through the possession of that kind of undertaking 
genius on the part of the heads of these combinations, 
possible rivals are scared out and thereby the combina- 
tion is enabled to maintain a price somewhat above 


competitive rates. 


Mr. MARBURG: The large question we have to con- 
sider is the saving of waste in industry. Progress is 
simply a saving of waste and society is concerned prin- 
cipally with the net results of industry. There is no 
member of this Association but has felt the enormous 


waste in the present competitive system, and felt that it 
is this waste which has produced the industrial trust. 
Prices become a minor consideration for the reason 
that if the net product of human industry is largely and 
permanently increased it can be only as the concomitant 
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and result of a large and permanent increase in the 
welfare of the people. 

Industrial consolidations must stand or fall according 
as their ultimate results in this respect are good or bad, 
Our attitude toward the industrial trust must depend 
largely upon whether we consider it permanent or some- 
thing that will fall. The history of railroads in this 
country helps us to decide this. We know that some of 
the industrial trusts existing to-day will fail through 
mismanagement or through proving false, instead of 
natural, consolidations. What will happen? Will the 
business be broken up and go back into private hands? 
Railroad companies which have gone into the hands of 
receivers have, as a rule, not broken up into smaller 
companies. They have been reorganized with new 
capital or have been merged into larger combinations. 
Will history not repeat itself, at least with respect to 
such industrial consolidations as effect a saving, and 
which are not merely born in the brain of promoters ? 

The managers of industrial trusts will be more than 
human if they resist the temptation to advance prices 
should the trust become a practical monopoly. This 
evil may be offset by organizing the companies under a 
national law and recovering for the people a part of 
their profit in the form of public revenue. The govern- 
ment might assume towards them an attitude similar to 
that of the Prussian government toward the Imperial 
.Bank. It might say to them: “ You must issue stock 
only to the extent of the actual cash invested in the 
business. You may make a profit of 10%, 12%,or 15% : 
but all profits above that amount, whatever that amount 
may be, you must share with us.” The government 
should take the lion’s share of this excess, giving only 
sufficient of the excess to the company to stimulate in- 
vention and improvement. 
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Professor DEWEY: Too much emphasis has been laid 
in this discussion upon the side of the investor,—upon 
the question of prices to the consumer. The subject has 
not been considered adequately enough from the point 
of view of the social good. Competition deals not only 
with prices but is in danger of suppressing the opportu- 
nities for young men. ‘There is, to be sure, under large 
scale industries an opportunity for the genius, but for the 
great number of young men who have not been prepared 
for this highly organized industry, there may be loss and 
sacrifice. ‘The question arises as to whether we should 
not secure legislation which will not only give publicity, 
but will also check to a certain degree the rapid trans- 
formation which is now going on. Large scale industry 
in itself may be an ideal to be looked for, but we should 
consider the possible dangers of too immediate rapid 
changes. 


Professor GARDNER: I wish to refer to an impression 
which seems to arise from papers this morning. I refer 
particularly to Professor Sherwood. He pointed out 
that we have been practically through the same experi- 
ence before; that the growth of large industries has 
been attended by economic and political evils, and that 
the railroads particularly have had to go through pro- 
cesses of reorganization resulting in the establishment 
of sounder conditions. He says that the trust problem 
will work itself out in the same way, and that the weed- 
ing-out process will result in development of sounder 
conditions as has been the case with the railroads. 

It seems to me that this view covers up the gist of the 
problem. No one proposes to throw obstacles in the 
way of the development of industry on a large scale so 
far as it takes place in accordance with the interests of 
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the public and so far as it tends to produce the entre- 
preneur described by Mr. Sherwood. I take it, how- 
ever, that the lesson we are to draw from past experi- 
ence is not to allow the problem to work itself out with- 
out any attempt to control the course of events and to 


suffer again, in connection with industrial enterprises, 
the evils incident to the mismanagement and reorgani- 
zation of railroads, but rather to see how we can control 
this new development so that we may reach the same 
results that have been reached in the case of railroads 
without going through the process of over-capitalization 
and reorganization. This, and not the advisability of 
restraining organization on a large scale, is the practical 
question. If the trust is the best form of organization, 
it will survive. The only question is in regard to the 
road by which we shall reach the final result. 


Professor SHERWOOD: I have been accused of being 
an optimist, but I am simply a fatalist. I look on the 
trust as inevitable. I want to see what are the possi- 
bilities for good in these combinations, and what are the 
possibilities for evil, and then seek for some practical 
method to realize the good and toavoid the evil. The last 
word in my paper expressed this idea. It is through 
conservative rational action by the government that the 
problem must be solved. Just how this will be accom- 
plished is yet to be worked out. I want to endorse what 
Mr. Dill said, that by all means publicity is the first 
thing we must have. 

My statement that society wants to get rid of the 
weak entrepreneur has been criticised. The weak en- 
trepeneur is decidedly a social evil. We don’t want 
every clerk in a country grocery store to start a store 


14 
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for himself as soon as he can get credit for $50. As so- 
ciety grows more compact and the social organization 
becomes more complicated, the opportunities grow rela- 
tively less for a man in independent business. We 


must limit the number of competitors if we are not to 
produce at a great loss to society. The practical ques- 
tion is, how far is it advantageous for this process of 
combination to goon? The trust problem is the prob- 
lem of determining where that limit should be. 


Mr. ALLEN RIPLEY FOooTe: It appears to me the con- 
census of opinion is that public opinion must be relied 
upon to correct the evils, feared or experienced, from the 
organizations of corporations and trusts. Publicity is 
demanded as a basis for public opinion. If public opin- 
ion is to be correct, the basis on which it rests must be 
correct. This raises the question at once, how much 
and what kind of publicity shall we demand?  Indus- 
trial corporations may be divided into two classes: (A) 
Natural Monopolies. (B) Competitive Undertakings. 

The first class includes all public service corporations. 
These corporations should be constituted and dealt with 
as monopolies. In such cases public welfare and private 
interests should be safeguarded by administrative regu- 
lation, based on laws requiring all public services ren- 
dered by public service corporations to be sold to users 
at prices that will represent only their true cost plus a 
reasonable profit. Reliance for the complete elimina- 
tion of all evils, feared or experienced, from this class of 
corporations must be upon full and correct publicity. 

The second class includes all corporations engaged in 
industrial, commercial and financial pursuits properly 
belonging in the economic group of competitive occupa- 
tions. When publicity is demanded from this group, 
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the demand must be guided by the fact that, to the ex- 
tent to which publicity is required, competition will be 
limited. All economists of wide authority, all legisla- 
tion and judicial opinions agree that, in the domain of 
competition, the force of free and unrestricted competi- 
tion must be relied upon as the most efficient means of 
safeguarding public and private welfare. The essential 
condition of effective competition is secrecy of account- 
ing. In the sense in which that term is used in discuss- 
ing corporation and trust questions, publicity and effect- 
ive competition are incompatible. Full and correct 
publicity of the private affairs of competing corpora- 
tions and trusts will unavoidably lead to consolidations 
and the creation of monopolies. Is this what the people 
want? For competing corporations and trusts choice 
must be made between secrecy in accounting with com- 
petition, and publicity in accounting without competi- 
tion. Which shall it be? 





RAILROAD RELIEF AND BENEFICIARY 
ASSOCIATIONS. 


BY W. H. BALDWIN, JR., PRESIDENT OF THE LONG ISLAND RAILROAD COMPANY. 


It is my purpose to trace briefly the development of 
the beneficiary, insurance and relief features of railroad 
organization, and to suggest their present bearing upon 
the important relation between railroad corporations 
and their employes. A complete analysis and compari- 
son of the various forms of relief associations would far 
surpass the limits of my time, and furthermore such a 
paper has been published by the Commissioner of Labor 
at Washington. It is well, however, to indicate the 
more important features of the relief work in order to 


place it properly in the complex relations between rail- 


road corporations and employes. It may be described 
as the final step in the process of the evolution from 
simple railroad organization to the present highly de- 
veloped organization of many railroad systeins. 

The railroad corporation performs a public service. 
“Railway transportation is essentially a Government 
function.” Its employes approach the classification of 
public servants. The public is the jury which passes 
on the questions affecting railroad service and manage- 
ment. The relation between the employes of a railroad 
and the management is always of vital interest to the 
public. The higher the development of the organization 
of a railroad, and the more nearly its service approaches 
to its public functions, the better the class of its em- 
ployes, and the more assured their permanency of 
employment, the more apparent becomes the lack of 
real cause for friction between the corporation and its 
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employes, and the more efficient is the protection of the 
railroad by the public in respect to those questions 
which it is the province of the public to decide. 

The credit for working out the relief and insurance 
features in railroad organization is not due to the rail- 
road corporations alone. The problem was first solved 
by the employes themselves. They now must welcome 
the growing tendency of large railroad corporations to 
provide a system of relief and insurance, for even 
though it may in some respects take the place of, or in- 
terfere with their own insurance department, and pos- 
sibly with their brotherhoods, the existence of a relief 
department on any railroad shows a more highly de- 
veloped organization, in virtue of its recognition of the 
wisdom of providing a protection, which it has always 
been the aim of the employes to secure through their 


own efforts. 
The development of the associations for relief and 


benefits for railroad men is contemporaneous with the 
extraordinary growth and extension of the railroad sys- 
tem since the Civil War. ‘The earlier history of the 
railroad indicates a simple form of organization. Short 
mileage, small cars, slow speed, light traffic, with com- 
paratively few employes, who were all known personally 
to the officers in charge of operation, made a simple 
problem of the relations between the railroad corpora- 
tion and its servants. The local nature of the lines 
with officers and employes selected from the local terri- 
tory, tended to bring about a personal rclationship be- 
tween officers and men, and there was little need of a 
more complex organization. But with the rapid growth 
and combination of railroads in the early sixties, with 
their larger and more complicated operations, with the 
need for stability of organization and permanency of 
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employment, with ever increasing danger of service, 
there grow up a demand for relief in cases of accident 
and sickness and for an insurance benefit in case of 
death. This need was not recognized formally by the 
railroads ; it was met, however, by the employes them- 
selves, who organized benefit associations for their wel- 
fare and relief. The importance of these associations 
of employes to their own welfare as well as to the rail- 
roads has been marked. The improvement of the 
status of railroad employes largely by reason of their 
own associations raised the standard of men engaged in 
the service. The employes and the public received its 
benefits and the railroads unconsciously, and involun- 
tarily, perhaps, profited by the better standard developed. 

As an indication of the need of special organization 
for the relief of railroad employes the official figures 
given by the Interstate Commerce Commission in their 
annual report for 1898 show 1,693 employes killed, 


27,667 employes injured, or a total of 29,360 killed or 
injured out of 823,476, the total number of employes 
in the railroad service in the United States. That is to 
say, three and five-tenths per cent. of the employes were 
either killed or injured in that year, and these figures 
include only those injured sufficiently to warrant an 


official report. 

There are two forms of association for insurance and 
relief which have originated with the employes; the 
one an association for employes (sometimes classed as a 
whole) of any separate railroad system and entirely sup- 
ported by its membership, the other the more important 
national organization which includes in its membership 
all railroad men in any special line of service who may 
join and contribute to the general support of the asso- 


ciation. 
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Under the latter class have been formed several 
national organizations or brotherhoods, each organized 
for the general welfare of the men employed in some 
particular class of work, and applying to all the rail- 
roads in the United States. The principal and older 
national organizations which have beneficiary or in- 
surance features are: 

(1) The Brotherhood of Locomotive Engineers, or- 
ganized August 17, 1864. 

(2) The Order of Railroad Conductors, organized 
July 6, 1868. 

(3) The Brotherhood of Locomotive Firemen, organ- 
ized December 1, 1873. 

(4) The Brotherhood of Railway Trainmen, organized 
September 23, 1883. 

The insurance and relief departments of all these 
organizations are similar. As a rule the general officers 
conduct the insurance department as a part of their 
regular duties. The engineers, however, perform their 
insurance functions through a separate department. 
As a rule the insurance departments of the brother- 
hoods have been wisely managed, have maintained 
a good financial standing, and have been able to pay 
the insurance benefits for which they were liable. The 
amount of benefit or insurance and the conditioris under 
which insurance may be taken varies with the different 
organizations in accordance with the greater or less 
risk in the class of service in which the men are em- 
ployed. The benefit department of the Order of Rail- 
road Conductors, for example, permits its members to 
insure for amounts from $1,000 to $5,000 according to 


the age of the applicant, and is limited also by satisfac- 


tory physical test. The assessment may be $16 per 
year per $1,000 insurance; it averages about $14 per 
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year. Temporary relief for sickness, accidents or disa- 
bility is left almost entirely to the local divisions, but 
asa matter of fact relief is generally given. Provis- 
ion for temporary relief is made by local assessment 
upon the division. Thus a careful examination of each 
particular case can be made, and with full knowledge 
of all the conditions the most efficient care can be given 
at the least expense. This provision for temporary relief 
is further aided and supplemented by Ladies’ Auxiliaries, 
so called, which aim to further the work of the local 
division and to see that no case of distress, if worthy, 
shall lack the proper care and assistance. There are 
no statistics to show the amount of money expended in 
this relief work. 

The growth of these fraternal organizations is the 
evidence of their success. The mutual co-operation for 
help and assistance in case of accident, sickness and 
death, has supplied a necessary link in the complete 
organization of the railroad service. It may be noted 
that this need for relief and insurance was recognized 
by the men themselves nearly twenty years before the 
matter received formal attention on the part of the rail- 
road companies. The gradual evolution of the hospital, 
relief, and insurance associations as a recognized depart- 
meut of the railroad organization is indeed interesting, 
and exemplifies many important and instructive phases 
of the relations between the employes and the railroad 
companies. ‘The first formal recognition by the rail- 
roads of the need of providing means of relief for acci- 
dent, death and sickness for employes in all departments 
was made by the Baltimore & Ohio Railroad Company 
in the formation of the Baltimore & Ohio Employes 
Relief Association in May, 1880. A similar organiza- 
tion was formed by the Pennsylvania Railroad Com- 
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pany on February 15, 1886; by the Chicago Burling- 
ton & Quincy Railroad on March 15, 1889, and by 
various other companies at divers times, so that to-day 
about fifteen per cent. of the mileage and twenty per 
cent. of the employes of the railroads in the United 
States are provided for, through relief associations as 
departments of railroad organization. ‘There are many 
railroads which have thoroughly organized hospital and 
medical departments only, to provide for relief by 
medical attendance in case of accident or sickness, but 
without insurance or beneficiary departments. Such 
hospital departments have been especially important 
and effective in the western country, as a large per- 
centage of the railroad employes in earlier days were men 
who went to the West from the East, and were without 
homes or means of proper care during illness. These 
hospital departments on some railroad systems have 
been very highly organized and have proved most suc- 
cessful. In some instances a medical department is 
organized by and at the expense of the railroad com- 
pany exclusively, and in other cases the expense of the 
department is borne by assessments upon, or contribu- 
tions from the wages of the employes, according as 


compulsory or voluntary systems are in force. These 
relief measures are found in every stage of development, 
varying with the ability of the corporations to support 
them and with the different points of view of the 
officers of the corporations. But there is a tendency on 
the part of railroads generally to provide relief of some 


sort for their employes. 

The motives are both philanthropic and financial. 
The danger and risk in railroad service demands 
organized supervision. The highly developed railroad 
system of to-day requires for wise and economical ad- 
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ministration, a personnel with a loyal interest in the 
service, and a cordial relation between the corporation 
and its employes. This result is materially furthered 
by an expectation among the men of permanency of 
employment and of relief and aid to themselves or their 
families in case of sickness or death. 

Generally speaking, the railroad relief associations 
are supported partly by the corporation and partly by 
the men. In some instances membership is compulsory 
and in others voluntary. The general rule with respect 
to assessments in all relief and hospital associations, 
whether compulsory or voluntary, is to assess the em- 
ploye in proportion to the amount of wages received. 

The aim of the more highly developed organizations 
is to provide means to give relief : 

(1) In case of injury or accident. 

(2) In case of sickness. 

(3) In case of old age, by pension, and, 

(4) To provide insurance benefit and pay funeral ex- 
penses in case of death. 

The Pennsylvania Railroad Relief Association affords 
an illustration of the methods adopted by the association 
which has the largest membership, and is probably also 
the most highly organized association of this sort at the 
present time. 

The Pennsylvania Voluntary Relief Department, 
which was organized February, 1886, is managed by a 


joint advisory committee representing all the lines 


associated. The general manager of the Pennsylvania 
Railroad is chairman, and the superintendent is secretary 
of the advisory committee. The employes who con- 
tribute tothe relief department and are regular mem- 
bers thereof appoint each year by ballot on January Ist 
one member to represent them from each of the six 
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divisions of the railroads associated together for this 
department. The railroad companies each select a rep- 
resentative in their behalf. Thus a board of six rep- 
resentatives of the employes and six representatives of 
the railroad companies, together with the general 
manager and superintendent, form an advisory com- 
mittee. All of the corporations interested are parties 
to the joint agreement in behalf of themselves and 
their employes, agreeing to appropriate their ratable 
proportion to the joint expense of administration and 
management and the entire outlay necessary to make 
up deficits for benefits to their own employes. An out- 
line of the more important provisions of the plan is as 
follows : 

First, and most important: It is a regular department 
of the company’s service in the executive charge of the 
superintendent of the operating departinent. 

Second: The fund is created by voluntary contribu- 
tions from all classes of employes, and appropriations 
are made, whenever there is any deficit, by the com- 


panies. Any income from investments of the fund, or 
any profits or gifts, legacies, etc., are added to the fund. 

Third: The company guarantees the fulfillment of 
the obligations of the association, takes charge of its 
funds, and conducts the business entirely at its own 


expense. 

Fourth: If there is any surplus in any period of 
three successive years, it is set aside to be used fora 
fund for superannuated members. But such surplus is 
not set aside until due allowance is made for liabilities 
incurred during such three years. The allowance is 
kept as a relief liability fund. The surplus for super- 
annuation is called the “ Relief Fund Surplus,” the in- 
come from which, after January 1, 1900, will be used as 
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superannuation fund to pay superannuation allowances. 

Fifth: The employes are divided into five classes and 
contribute in proportion to their ability to pay as 
follows : 

(1) Employes receiving any rate of pay contribute 
seventy-five cents per month ; 

(2) Employes receiving $35 or more contribute $1.50 
per month ; 

(3) Employes receiving $55 or more contribute $2.25 
per month ; 

(4) Employes receiving $75 or more contribute $3.00 

(5) Employes receiving $95 or more contribute $3.75 
per month. 

(6) An employe not over forty-five years of age, after 
having passed a satisfactory physical examination, may 
join his own or any lower class. Any employe not over 
forty-five years of age, if he has been in the service five 
years continuously and a member of the department for 
one year, may enter a higher class than his pay would 
permit upon passing a satisfactory physical examination. 

(7) Any member may contribute for additional death 
benefits, as follows: ‘Those of the first class may sub- 
scribe for one additional benefit of the first class ($250), 
and members of each of the other classes may contribute 
for as many additional death benefits as the number of 
their class indicates. The fifth class, for example, might 
contribute to five or less death benefits, in addition to the 
five regular benefits of $250 each allowed in that class. 

(8) Any member may withdraw at the end of any 
month. 

(9) Membership may be retained during absence from 
duty by reason of furlough, or suspension, for a period 
not longer than nine months. 

(10) Contributions for death benefit additional to the 
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death benefit of the member’s class are determined by 
the age of the member at the time of taking the addi- 
tional death benefit. Employes not over forty-five years 
of age pay thirty cents per month for one additional 
benefit of the first class. Those from forty-five to sixty 
years old pay forty-five cents per month. ‘Those over 
sixty pay sixty cents per month. The benefits paid for 
accident in the company’s service are as follows: Mem- 
bers of the first class, each day for fifty-two weeks, fifty 
cents per day; after one year, each day, until well, 
twenty-five cents per day; the other classes in exact 
proportion, that is to say, the fifth class, $2.50 for each 
day for the first fifty-two weeks, and $1.25 per day 
thereafter. 

For sickness or injury other than accident in the com- 
pany’s service, members of first class receive forty cents 
per day for fifty-two weeks, and twenty cents per day 
thereafter, other classes in proportion to their con- 
tribution. 

For death from any cause, members of the first class 
receive $250, and other classes in proportion to their 
contribution. 

Surgical attendance is given free for any disability 
arising from accident in the discharge of duty. 

The report of the Relief Department for the last 
fiscal year up to December 31, 1898, is an index of the 
success and importance of this work. 

(1) The average monthly membership was 44,678. 
The report shows a constant increase each year since 
the beginning, the total membership December 31, 
1898, being 45,141 ; 

(2) The death rate was 11745 per 1,000 members ; 

(3) The average number of members disabled, 32,5, 
per 1,000; 
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(4) Seven thousand seven hundred and fifty-nine new 
members joined, or 7,232 in excess of deaths (497) and 
withdrawals (30); 5,766 left the service, showing a net 
gain in membership of 1,466. 

The Relief Fund account showed a balance of $257,- 
000, this being the first year of the fifth three-year peri- 
od above referred to. The Relief Fund liability ac- 
count to cover liabilities incurred for periods prior to 
1898 amounted to $261,000. The Relief Fund surplus 
account to be used for the Superannuation Fund was 
$636,000, which sum is invested in 4 per cent. bonds. 

The thirteen years’ operation shows a sum paid from 
the Relief Fund to the employes of $6,115,000, paid by 
the railroad companies for operating expenses and as 
special contributions, $1,502,000, or a total expense for 
relief and operation of $7,617,000 toward which the 
companies had contributed about twenty per cent. Of 
this amount sixty per cent. was used for the relief of dis- 
abilities through accident in the service or through sick- 
ness. 

It is almost needless to state the advantages of such 
an administration upon any railroad system. That it is 
beneficial to the men is proven by its voluntary mem- 
bership. That it is good business is shown by the fur- 
ther contributions which the Pennsylvania Railroad has 
authorized for the superannuation and pension depart- 
ment to be established January 1, 1goo. 

By agreement of the constituent companies, on Decem- 
ber 18, 1899, the Pennsylvania Railroad has organized a 
pension department to take effect January rst. It is 
organized 

First—To relieve from duty all officers and employes 
seventy years of age or over and to provide for their care ; 

Secoud—To relieve from duty employes from sixty- 
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five to seventy years of age who have been in the service 
of the several companies for thirty years or longer and 
are now physically disqualified. 

A board of officers is appointed by the railroad com- 
pany to direct the affairs of the pension department. 

Employes who are superannuated will receive a month- 
ly allowance equal to one per centum of the average reg- 
ular monthly pay for the ten years preceding retirement 
for each year of service. For example, if an employe 
averaged $75 per month for ten years and had been in 
the service forty years, he would receive an allowance of 
$30 per month, 40% of the average wage as stated. 

It is provided, however, that whenever pensions paid 
on the above basis use more than $300,000 per annum, 
the amount of the pensions will be ratably reduced. 

Having referred to the associations of the employes 
and to the railroad relief departments, it is interesting to 
compare the advantages in cost and results of the two 
methods. Such acomparison is not made with any view 


of showing the advantage or disadvantage of either, as 
both kinds of insurance are beneficial; but it is impor- 
tant to show to what extent the railroads have volunta- 


rily accepted the function which the men through their 
own organizations have found necessary for their aid. 
The important points of comparison are: 

First: That the cost of insurance is approximately 
the same. As stated above, we have no statistics to 
compare the cost of relief. 

Second: The railroads include relief features in their 
guaranty plan, whereas the associations of employes 
generally leave all questions of relief to their local di- 
visions. 

Third: The expense of management of the depart- 
ment is paid by the railroad companies, and in the case 
of the employes’ associations by assessments. 
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Fourth: The financial status of any voluntary relief 
association must be dependent on voluntary member- 
ship, whereas the railroad company practically guaran- 
tees its risks, and in many cases pays considerable sums 
from its own treasury to maintain the stability of the 
department. This feature is of great importance to the 


employes. 

Fifth : The employes’ associations have, in a limited 
way, made provision for aged and infirm members, but 
it has remained for the railroad companies to establish 
the only thoroughly organized pension departments. 

So far, I have referred only to the need of relief work 
for railway employes, and have outlined some of the 
methods of administration and the results of such work. 
There is, however, another vital question in railroad 
management which is affected by such Brotherhoods as 
are organized for “ protective” purposes as well as for 
relief and benefit. This is the question of the general 
status of rates of wages and of the rules governing the 
employment of the army of railroad men in the United 
States. It will be my purpose only to point out for 
purposes of discussion here, how railroad management is 
affected in these particulars by such associations of em- 
ployes. 

If railroad transportation is a “Government Func- 
tion” and “ The Government must see that it is proper- 
ly discharged,” (Interstate Commerce Report, 1898) ; if, 
in short, the Government is to control the rates, this au- 
thority carries with it the responsibility of protecting 
the private capital invested in the railroad systems in 
such manner as will permit the railroads to give a prop- 
er service, to pay reasonable wages, to provide proper 
methods of relief for their employes and earn fair return 
upon their invested capital. There must be a limit to 
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the demand of public sentiment for high wages and low 
rates. In other words, protection must be afforded to 
the earning power if the public is to assume to pass up- 
on the rate and wage question. 

Some Brotherhood organizations have been organized 
from time to time for strictly relief and insurance pur- 
poses, but, generally speaking, the national associations 
are formed for the “ general welfare” of the members 
and for the purpose of “ protection” both in wages and 
in the rules governing employment. There are obvi- 
ously three ways for railroads to meet the question of 
wages and conditions of employment. 

First: To avoid any question by paying a “standard” 
wage under “ standard” rules, and by administering the 
property in such manner as to render unnecessary any 
appeal from organized labor, or, if such appeal be made, 
to refuse to consider it. 

Second : If unable from financial or other reasons to 
grant requests for increased wages, to confer with the 
representatives of the employes, whether selected by a 
labor organization or not, and to explain fairly to the 
class of labor involved the reasons for declining the re- 
quest, thus recognizing organized labor. 

Third: To decline to meet the official representatives 
of the class of labor desiring to be heard and to treat 
the subject as a private matter without regard to the 
standard of wages paid. 

The last method is seldom adopted except by small 
roads. 

In dealing with the railroad labor question, the large 
railway system should be the subject for discussion. 

To maintain the first method of meeting the wage 
question, the great railroad systems of the present day, 


15 
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in performing their government function, must so ad- 
minister their property that the wages paid will be the 
standard railroad wage, the standard wage being the 
average wage paid by lines similarly situated, with simi- 
lar traffic conditions: There is no standard wage for 
any class of railroad labor for the whole country. Any 
attempt to make a standard wage would prove futile. 
The difference in opportunity for steady work, the com- 
fort of surroundings, the cost of living, the advantages 
offered by schools, churches, etc., in short the condi- 
tions controlling demand and supply, would make any 
absolute standard wage unfair to some roads. The rail- 
roads which treat labor questions under the first class 
may be said to recognize the responsibility to the pub- 
lic to furnish the best class of men at fair wages and to 
treat fairly and even generously with their employes 
direct. The labor organizations give indirect “ pro- 
tection” only to their members on railroads acting 
under this method. 

Second Class.—A large number of railroads by reason 
of adverse traffic conditions, financial conditions, etc., 
are unable to pay even the standard wages in their sec- 
tion of the country. Generally speaking, such roads 
make a fair statement to the employes or to their repre- 
sentatives, and, with a fair spirit on both sides, a reason- 
able conclusion may be reached. ‘The important ele- 
ment in this method of meeting the question is pub- 
licity. A statement to the employes and the public ex- 
plaining fully the wages actually earned by the em- 
ployes who make the request; analyses showing cost 
of living compared with other sections commanding 


higher wages ; comparison of wages earned by railroad 


employes with the wages earned in other service (com- 
parable with it) in the same locality ;—in short, a 
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straightforward statement of the case is made with the 
expectation of meeting an honest response from the em- 
ployes and from the public. This method puts the case 
squarely before the public as the jury, and the opinion 
of the public is oftentimes the controlling factor. This 
method may prove to be of the utmost importance in 
the future. ‘The extreme prosperity of this country has 
permitted the railroads to pay the highest wages known 
in railroad service. With constantly decreasing rates 
forced upon the railroads by unbridled competition, 
the general problem of railroad wages may present 
itself. The operations of the enormous railroad sys- 
tems of the future cannot be stopped by reason 
of wage discussions. In the last analysis the wage 
question must go to the public as the jury. Entire 
publicity alone can give the proper foundation for the 
settlement of any serious question affecting labor in 
public service ;—publicity of the facts regardless of the 
questions of recognition or non-recognition of labor 
unions. The same spirit which now demands reasonable 
direction and control of industrial pursuits will de- 
mand reasonable protection of the public as well as of 
the employes in any wage question in public or quasi- 
public service. The service of the railroad employe 
* will be recognized more and more as a public service. 
Probably at no time in the past have there been such 
satisfactory relations as exist to-day between the rail- 
roads and their employes. At no time has there been 
such a high class of men in the railroad service, or 
such intelligent direction and control by the officers of 
tailroad corporations. There is to-day a clearer under- 
standing and recognition of the lines along which these 
problems must be worked out. The lines are fairly well 
defined, and if wisely followed, most of the questions 
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between corporations and employes should be solved 
without causing open friction. A well organized Re- 
lief and Beneficiary department of a railroad system is 
in itself an evidence of interest in the best welfare of 
the employes, and when well supported voluntarily by 
the employes, indicates on their part a cordial recogni- 
tion of and co-operation with the management. 

Such a mutual interest cannot be considered the least 
benefit from Railroad Relief and Beneficiary Depart- 
ments. 


Mr. RoBErRT C. Brooks first called attention to the fact 
that railroad relief and beneficiary associations divide 
employes into classes according to their ability to pay. 
Owing to the enormous diversity in risks presented by 
so heterogeneous a mass as railroad employes, this 
arrangement is inequitable. Employes running little 
risk of accident are obliged to pay as much for their 
insurance as others engaged in the most dangerous 
branches of service. Thus a telegraph operator must 
pay as much as a freight brakeman, although the first is 
exposed to extremely slight risks, while the latter fills 
one of the most dangerous positions in modern industry. 

The inequity of this arrangement would, however, 
prove no objection to the system of railroad relief and > 
beneficiary associations if all employes were left free 
choice in the matter of joining such associations. ‘Those 
whose interests could be best subserved by joining the 
brotherhood relief societies or ordinary insurance com- 
panies could then do so. But even in the case of the 
railroad associations which call themselves voluntary so 
much pressure is often brought to bear upon the em- 
ployes by the officials that it amounts practically to 
compulsion. It not infrequently is the case that men 
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applying for positions with the company are rejected if 
they refuse to join the relief association. 

Philanthropic motives were without doubt partly in- 
fluential in leading the companies to establish relief 
associations. Further, the companies cheerfully make 
up the deficits in the relief fund when the contributions 
of the men are not sufficient to pay all sick, accident or 
death benefits. But the companies reap a large advan- 
tage in this apparently altruistic transaction by being 
relieved from expensive litigation and payment of dam- 
ages for injuries sustained by their men. Members of 
relief associations must, by the terms of their agreement, 
waive all claim upon insurance from the relief fund in 
case they bring suit for damages against the company. 
They are thus forced to choose between a certain small 
payment at a time of great distress or a sum uncertain 
in amount if they are successful after long litigation. 
Naturally they accept the former alternative in most 
cases. It is a fair question if the expense saved the 
companies in this way does not far outweigh all costs of 
maintaining the relief system. Statistics on this point 
have not as yet been given to the public by the com- 
panies. It is not to be denied that these facts give railroad 
relief associations a certain appearance of being shrewd 
schemees to make the office men in railroad service pay 
for the injuries sustained by the men in the more dan- 
gerous employments. 

One decided disadvantage of railroad relief associa- 
tions from the standpoint of the men is that in case of 
dismissal from the service they lose all claim upon in- 
surance. Great injustice might occur through this pro- 
vision. On the other side, it is not to be denied that 
some railroad employes use every effort to defraud the 
relief fund. This greatly increases the difficulty and 
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cost of the system of medical examination which the 
company must maintain. In the case of insurance af- 
forded by the brotherhoods, every member of the organ- 
ization is conscious of a community of interest, and acts 
as an examiner, thus effectually stopping such cases of 
shamming. 

On the whole, Mr. Brooks was of the opinion that 
railroad relief departments were doing good work. They 


practically compel large numbers of men most of whom 
are employed under conditions of great danger, and yet 
are inclined to exercise little foresight in managing their 
affairs, to make some provision for the future. The 
claim that they are largely philanthropic institutions 
can, however, hardly be maintained until the many de- 


fects of the system are remedied. 





RAILWAY CHARTERS. 


BY DR. B. H. MEYER. 


The term railway charter, as used in this paper, em- 
braces the enabling or permissive statutes under which 
the railways of the country do business. The charters 
granted in the various states before general railway in- 
corporation laws had been enacted, were special laws 
relating exclusively to a particular enterprise. Rail- 
way companies organized under general laws secured 
what are variously known as articles of incorporation, 
articles of association, letters patent, etc., which are, in 
the old sense of the term, not charters at all. The 
earlier “charters” are acts of special legislation. The 
later “‘articles” are merely administrative acts based 
upon general laws. 

With the exception of a few western states, in which 
general laws were passed at the very outset, the states 
began with special legislation and gradually drifted 
into general legislation. In many states the first gen- 
eral laws embodied all the salient features of the best 
special charters which had been previously granted in 
those states, while in a much smaller number the first 
general laws related to eminent domain, declarations of 
public utility, public aid, and kindred topics, leaving 
the chief provisions of the franchise to the special 
charter. The transition from special to general laws 
was usually extremely slow. In a large number of 
states this transition was encouraged by a system of 
abbreviating charters, the new charter containing only 
several sections relating to the organization, route, and 
other individual and local matters, with the provision 
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that the company thereby incorporated shall enjoy all 
the rights, privileges, and immunities previously 
granted toacertain other company. The logical out- 
come of this process was the enactment of a general 
law embodying the provisions of the charter by refer- 
ence to which the newer charters had been abbreviated. 
However, the simple enactment of such a general law 
was not necessarily followed by incorporations under 
this law; for, again and again, special charters were 
granted—sometimes within a day or two—by the legis- 
latures of a number of states, completely iguoring the 
general law. Of, perhaps, a score of railway com- 
panies authorized during the same session of the legis- 
lature, one-half might have organized under general, 
and the remainder under special laws. More than this. 
One of the great railway systems of the United States 
is to-day operated under a special charter, originally 
granted, twenty-five years before, for the construction of 
an insignificant local road which was never built, in 
spite of the fact that every state which this system 
crosses had at that time laws or constitutional pro- 
visions, or both, prohibiting the granting of special 
charters for railway purposes. In itself this may have 
been neither bad nor good, yet we are confronted by 
the fact that the spirit, if not also the letter, of the laws 
of these states was shrewdly evaded by the railway 
company in question. 

The history of railway charters in the different states 
has been quite similar. Few, if any, states appear to 
have profited by the earlier experiences of sister states, 
but each in turn lived through all the successive stages 
of railway civilization from the stone-age up—or up to 
the stone-age, if, as has been asserted, this term charac- 
terizes the status of present railway legislation. Each 
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state—excepting a few of those in the west—had its 
crops of railway charters; and as the promoters moved 
westward from the Atlantic towards the Pacific, the 
charters were generally more loosely constructed through 
the omission of the more detailed, explicit, and often 
restrictive sections. Not a few charters were granted 
containing only from four to a dozen sections, while the 
best eastern charters contain from twenty or twenty- 
five to forty or more. If the states of the Northwest, 
for instance, had heeded the lessons of New York or 
Massachusetts, it is probable that the railway history of 
this country would have been different from what it 
is in many respects. In recent times, Japan in her rail- 
way legislation, has given us an illustration of what one 
state may learn from other states or countries. This 
suggests the splendid English custom, for illustrations 
of which we may turn to the railway laws of India, 
Canada, and the Australian Colonies, of carefully de- 
fining in the act itself the terms employed therein. 
American charters and general laws are full of terms 
which require definition in order to be understood. In- 
stances could be cited where charters specify judicial or 
other officers for the performance of certain duties, 
which have neither legal nor constitutional existence in 
the state which granted the charters. This is only one 
of the many ways in which the greatest carelessness in 
the passing of railway charters by our legislatures is 
revealed. Yet, it would be rash to conclude that careless- 


ness in granting charters necessarily resulted in the con- 
struction and operation of inferior railways, or in abuses 
characteristic of the business; although it is difficult to 
see why charters granted by the same legislature during 
the same week, for similar railways should contain 
widely diverse or antagonistic clauses. 
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An analysis of the contents of railway charters of the 
various states shows substantial uniformity in corporate 
powers, provisions reiating to expropriation and to the 
size of shares, and certain police regulations. But here 
uniformity usually ceases. Of course, differences due to 
differences in the enterprises themselves ought to exist 
in the charters and laws, but it is one of the striking 
features of our railway history that both special and 
general laws may vary widely even though they apply 
to railways constructed and operated under essentially 
similar if not identical conditions. In the charters, the 
nuinber of commissioners and directors appears to be 
fixed by chance. With few exceptions, the capital stock 
bears no relation to the size of the undertaking. The 


power to borrow money and to increase stock is usually 


guarded only in the vaguest and most general terms. 
The name of the company frequently contains the best 
available description of the route. Junctions, branches, 
and extensions are rarely well provided for. Provisions 
on rates are contained in only a small proportion of the 
earlier charters and generally wanting in those of later 
periods. Annual reports embracing from eight to one 
hundred and fifty or more items are prescribed, without 
adequate provisions for carrying out the intention of the 
law. With illustrations of this kind one might continue 
almost indefinitely. To present what the charters do 
not contain and wherein they differ would involve the 
writing of a treatise on railway legislation. 

An analysis of our general laws reveals a similar state 
of affairs. We find there omissions, differences, incon- 
sistencies essentially identical with those in the charters. 
The laws of a few of the states are relatively complete. 
The laws of others contain numerous admirable provis- 
ions. But it ts probably true that the laws of all the 
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states taken collectively do not contain all the provisions 
essential for a complete railway law of to-day. In three- 
fourths of the states reports are called for which ought 
to furnish information sufficient for intelligent control ; 
yet, who, by the terms of the charter, has power to ver- 
ify these reports? Charters and laws require crossings 
to be left in good condition. During the earlier epochs, 
charters designated no one with power to enforce com- 
pliance with this provision, nor do the later charters 
generally do so. The commission laws have, however, 
in some instances, remedied this defect. Here and 
there provisions relating to sinking-funds and other 
wholesome financial arrangements appear in the char- 
ters, but their execution is left to the good will of the 
promoters. And when we recall that the same men fre- 
quently figured in a number of different projects involv- 
ing, perhaps, millions of dollars, although the public 
had no assurauce that these men could pay even their 
tailors promptly, the defects of such charters and laws 
are apparent. 

It will add to whatever value this bird's-eye view of 
railway charters may possess, to consider a few of the 
chief characteristics of foreign railway charters. Inas- 
much as charters and laws of more than a dozen coun- 
tries reflect prominent features of foreign legislation, 
we may venture the statement that railway charters the 
world over have been constructed on the same plan. 
Their skeletons are everywhere alike. Taking their 
earliest shape in the turnpike and canal legislation of 
England before the era of railways had come, their first 
forms were generally preserved in both European and 
American states as well as in Japan. Various archaic 
features contained in the charters of to-day amply sup- 
port this statement. One of the commonest and best 
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known among these survivals is the reservation, in so 
many charters of our states and of foreign countries, 
relating to the use of the railway track by different and, 
perhaps, competing transporters. A few American 
charters distinguish between “toll” and “ transporta- 
tion,” charging, say, two cents for toll and three cents 
for transportation going from north to south, and two 
cents for toll and one cent for transportation going from 
south to north. The published legal schedules of 
France, to-day, separate the “right of toll” from the 
“price of transportation,” so that a shipper who pays, say, 
a total of five francs freight charges, meets in that single 
payment two charges separately listed in the schedule, 
but practically constituting a single charge. The drozt 
de péage represents the returns to the capital employed 
in construction and maintenauce, while the przx de trans- 
port represents the remuneration of the rolling stock. 
This distinction in French law is theoretical, of course, 
and not observed by the public. Were several transporters 
to use the same track, it would doubtless have practical 
significance. The declaration of public utility, legally 
required in the early laws of a number of our states be- 
fore a charter could be granted, is also retained in the 
French railway code of the present time. A consider- 
able number of the earlier American charters contained 
preambles, a custom initiated in England and preserved 
both in its original and modified forms in other coun- 
tries. The downfall, in America, of the custom of em- 
bodying a preamble in a railway charter removed the 
last vestige of restraint and was contemporaneous with 
the indiscriminate granting of charters by our legis- 
latures. The preamble usually set forth the reasons 
why the project under consideration should be pro- 
moted, and upon the validity of the statements made in 
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the same, the charter was granted. The protracted 
parliamentary debates on the Liverpool—Manchester 
railway bill, centered about the preamble. In only a 
few of our states does the law require deliberations and 
hearings of a preliminary nature before a full charter is 
granted. In this lies one of the most serious defects of 
American railway charters, absence of provisions to 
guard against the chartering and construction of useless 
and harmful railways, which has repeatedly been dis- 
cussed by men interested in railway affairs in all parts 
of the country. Something more comprehensive is needed 
than a bare provision prohibiting the building of parallel 
or competing lines—ridiculously defined in a number of 
charters and laws—within a specified term of years, 
found in many charters and nearly all the general laws 
of the states. Is it not possible that the practices pre- 
vailing in many foreign countries, requiring certain 
preliminary proceedings before a complete charter can 
be granted, may be of value to us? Japan seems to 
have embodied the results of foreign experience in a 
recent law with such elaboration as to deserve a mo- 
ment’s attention. According to Japanese law the rail- 
way franchise is separated into three distinct parts, the 
first of which may be completely separated from the 
two following. These three parts can be indicated by 
the terms preliminary, construction and operating char- 
ters. The preliminary charter is granted on the basis 
of acertain estimate which the franchise seekers must 
submit to the public authorities. It authorizes the pro- 
jectors to make the necessary surveys and detailed esti- 
mates of costs upon the approval of which a permanent 
charter may be granted. After the road has been con- 
structed, equipped, and duly inspected, an operating 
or business charter completes the granting of the fran- 
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chise. Without attempting to pass final judgment 
upon the Japanese scheme, is it not possible that the 
principles underlying the same may have some value 
for us? It would probably do away with much of the 
secrecy and underhanded work which so often accom- 
panies the granting of charters in this country. Every 
step could in this manner be made public. The choice 
of a route, the character of the road, and the concessions 
made to the state could be thrown open to competi- 
tive companies, and a permanent charter granted to 
that organization which should offer to the public 
authorities the most advantageous conditions ; and so 


on. 
The preliminary charter under such or a similar 


system would take the place of that section of the old 
charters which empowers the company to enter upon 
lands for the purpose of making surveys and estimates. 


An indefinite number of competing persons and com- 
panies might secure this privilege, although in case of 
mere extensions of existing lines the situation would 
probably in many cases exclude all companies except 
the one in possession of the field. But there are many 
sections of our country in which the network of railways 
is still so far from complete that a better system of 
granting charters may be of great service in the future. 
The preliminary charter would accomplish much more 
than the old preambles could ever effect, because of the 
complete separation of the preliminary from the perma- 
nent grant of the franchise, which under the old system 
were accepted or rejected together. Before the construc- 
tion charter could be issued, the public authorities would 
be in possession of one or more estimates of costs and 
probable income from traffic, together with the obliga- 
tions which the respective companies are willing to 
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undertake in behalf of the state. There could be no 
blind play with respect to the route, for this would have 
to be described mile for mile from one terminus to the 
other. Complete maps and profiles would be publicly 
exhibited, and all the interests affected given an oppor- 
tunity to be heard. Existing railways would be pro- 
tected because no permanent charter could be granted 
until the usefulness of the projected road had been 
demonstrated, and its influence upon existing industries 
carefully considered. Having before them accurate 
estimates of costs, the amount of the capital stock could 
be intelligently fixed by both company and the public 
authorities. The hasty and feverish manner in which 
charters have so often been granted in the past could no 
longer prevail, to the incalculable benefit of both the 
railways and the public. The permanent charter would 
finally prescribe the organization of the company, route, 
amount of capital stock, and other individual and local 
matters which cannot prudently be incorporated in a 
uniform general law which, together with the special 
charter, would constitute the complete railway franchise. 

Hand in hand with the suggested revision of our rail- 
way charters and the enactment of uniform general laws, 
must go a thorough recasting and unification of our 
present, almost indescribably chaotic, commission laws ; 
if, indeed, these have not already been included in what 
has been said with respect to general railway laws. The 
writer does not forget that some of our laws, those of 
Massachusetts and of several other states, for instance, 
have already reached a high level of advancement, and 
if the railway legislation of all our states—especially 
that relating to the granting of charters—could be 
brought up to the Massachusetts level, a long step for- 
ward would have been taken; but if any one doubts the 
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justification of so emphatic an expression as “ indescrib- 
ably chaotic” let him spread out before his eyes a com- 
parative exhibit of these laws and all uncertainty will 
be removed. 

Another feature of foreign charters is the recognition, 
in railways, of different degrees of importance to the 
public, and an acknowledgement of these differences in 
the provisions of the charters and in the laws applying 
to them. Taking the general laws and charters of the 
United States as a whole, it may be asserted that the 
law places relatively unimportant local railways on the 
same footing with those which are most important. The 
charter of a trunk line may be an exact duplicate of 
that under which a line connecting several villages is 
operated. It is needless to add that a few exceptions, 
such as provisions relating to taxation, must be made. 
France, Italy, Switzerland, the countries of Germany, 
and England even, recognize in charters and laws a 
rational classification of railways based upon their 
relative degrees of importance. Would it not be 
profitable for American law-makers to consider the ad- 
visability of adopting one type of charters for local 
(perhaps intra-state) railways, and another type for those 
which go beyond the limits of one state? Would not 
a clearly defined division of functions in this respect 
between the federal and state governments lead to bene- 
ficial results? Could not the much needed uniformity 
among the several states be encouraged in some such 
way as this? Why should not a railway be authorized 
to do business under a local charter until it becomes a 
part of a greater system, and then cause it to comply 
with the provisions. of a federal charter? ‘The Inter- 
state Commerce Law seems to suggest such a line of 


action. 
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The present lack of uniformity in both charters and 
general laws of the various states must be irritating and 
exasperating to those railways which make an attempt 
to comply with their provisions. What man of sound 
mind would expect to maintain his health and bodily 
vigor if he were to subject different parts of his body to 
different and opposite methods of treatment at the same 
time ? Yet this is exactly what has been done and is 
being done to our railways through our checkered and 
many colored charters and laws. To those who believe 
that the time may come when public ownership will be 
a question of the day, this lack of uniformity and har- 
mony in charters and laws has great practical signifi- 
cance, for it is difficult to see how an elaborate practical 
program can even be made out, not to speak of its exe- 
cution, before substantial uniformity has been brought 
about. Our national and state commissions, both indi- 
vidually and in convention, have repeatedly emphasized 
the urgent need of uniformity in accounts, only the be- 
ginning traces of which are found in the charters and 
laws of several states. However, it is possible that 
practice has outstripped law in this respect, and that 
greater uniformity exists than is indicated in an analy- 
sis of legislation, special and general. 

Another feature which obtrudes itself upon one’s at- 
tention in an analysis of railway charters and laws, and 
which is largely the result of the chaotic condition of 
legislative enactments, is the lack of adequate adminis- 
trative machinery. What if a charter zs good? What 
if the general incorporation laws are strong? Who 
has the efficient power necessary to enforce compliance 
on part of the one against the ninety and nine railways 
that, perchance, would voluntarily meet all reasonable 


16 
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requirements? It is said that in railway affairs the 
weakest may rule the strongest. One looks in vain for 
charter provisions which will make this impossible. It 
seems that legislators were loath to place discretionary 
powers in the hands of administrators, and as a result 
we have that long list of hard and rigid provisions re- 
lating to long and short hauls, pools, consolidations, 
rates, etc. In addition, we find similar provisions more 
or less comprehensive in their scope in the constitu- 
tions of three-fourths of the states, while in a few states 
the constitution contains practically all the railway 
legislation there is. Considering the nature of the rail- 
way business on the one hand, and the difficulty of 
amending constitutions on the other, is not the embodi- 
ment of railway clauses, beyond a few simple and gen- 
eral principles, in our state constitutions of doubtful 
utility ? This lack of elasticity is a serious defect in 
our charters and laws, and is, perhaps, partly if not en- 
tirely the result of inadequate administrative machinery 
in which proper adaptive elements might have been 
incorporated. 

Another lesson which foreign charters and laws may 
teach us lies in the protection of public interests and 
the representation of social and economic interests in 
the conduct of railways. With the exception of Eng- 
land, all the leading foreign countries provide ways and 
means by which every industry, trade, or profession 
may regularly exert influence in its own behalf. Prus- 
sia, Switzerland, and Japan provide for a system of ad- 
visory councils by law, and other countries have estab- 
lished similar representative organs through the agency 
of administrative orders. The existence of such coun- 
cils in this country, reflecting the opinions and interests 
of all classes, would probably do much to overcome 
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that feeling of helplessness on part of an aggrieved 
public which one is likely to feel in a study of Ameri- 
can railway charters. Both the railways and the public 
would be the gainers, because each would thus learn to 
understand the other through regularly constituted 
channels. 

This paper does not primarily concern itself with the 
actual workings of the charters and laws, upon the an- 
alysis of which the generalizations here advanced rest. 
Given identical laws in different states and countries 
but different administrative bodies and methods, the 
practical effects may vary widely. French courts, for 
instance, have declared a crated plow baggage, and have 
absolved several merchants, who had been caught ina 
slight wreck and who had ordered a special train in 
order to reach on time a fair for which they were bound, 
from payment for this train. In the United States, 
courts refuse even the statements of facts made by our 
commissions. It is clear that the same laws in France 
and in the United States might bring about varying re- 
sults. 

The concluding paragraph of this paper may well be 
devoted to expressions of opinion of railway officials 
formulated in letters written by them. Communica- 
tions received from over one hundred, relating to rail- 
way charters, show practical unanimity in the demand 
for uniformity. A tabulated analysis of railway charters 
and laws shows at a glance the utter lack of agreement 
among them, and it is a matter of satisfaction to be able 
to bring to the support of a student’s conclusions the 
combined authority of leading railway men. One 
official suggests that the federal government grant 
charters, and that all applications for charters be re- 
ferred to a non-political commission for examination. 
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Another asserts that stability and highest efficiency can 
never be obtained until all the great railways of the 
country have been placed under substantially a single 
organization, guided by one broad, general policy. 
Then, he thinks, discriminations and kindred evils will 
cease to be a necessity of the situation. Several em- 
phasize the necessity of re-organizing railways under 
uniform general laws and of expressing all the pro- 
visions of the franchise clearly, and making them 
equally binding upon the companies and the public. 
Every point of importance should be fixed in the char- 
ter, and minimum as well as maximum rates should be 
established. Others emphasize the importance of pre- 
scribing by law all the physical conditions of a 
railway, and many deprecate the absence of legal 
provisions against the construction of railways for 
purposes of blackmail and speculation. A few 
point out the absence of statutes making legal 
and constitutional provisions effective. In short, aside 
from isolated cases, no opinions were expressed and no 
lines of action indicated by the railway men who 
touched upon the subject at all in their letters, which 
are not in substantial harmony with the conclusions 
suggested by an independent, objective analysis of ex- 
isting railwa: charters and general laws. 





DIFFICULTIES IN ADJUSTING RATES. 


BY PROFESSOR HENRY C. ADAMS. 


[The paper read by Professor Adams, which is inserted in these 
Proceedings under the above title, was a portion of a paper entitled 
‘*The Outlook for Federal Railway Legislation.’’ After passing in 
rapid review three possible lines for the development of railway legis- 
lation, each of which received extended ccnsideration, certain points 
were suggested as necessarily included in any bill which should aim 
to legalize railway pools. It should not be understood that a state- 
ment of these points commits the author to the general policy of rail- 
way pooling. The portion of the paper read was as follows :] 


It would be‘no light task to draft a bill for the legal- 
ization of railway pools and it is not my purpose in 
what follows to attempt so ambitious a task. There 
are, however, a few points respecting which no serious 
controversy is possible and it may add to our apprecia- 
tion of what lies in the program of legalized pooling if 


we refer very rapidly to some of these points. 
First.—The first question which presents itself per- 
tains to the scope of the pool. Shall it cover all traffic 
or apply to competitive traffic only? Upon this point the 
natural answer is that the pool should confine itself to 
those classes of freight which experience proves to have 
caused the disturbance in railway rates. It would not 
seem wise, at the outset at least, to undertake the estab- 
lishment of a centralized system of railway administra- 
tion covering all classes of freight, even though this es- 
tablishment should be placed under governmental super- 
vision. Should Congress be disinclined to assume the 
responsibility of enumerating the different kinds of 
freight that might be pooled, no harm would arise 
should the law express itself in the form of a general 
permission, for it is not likely that the carriers would 
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avail themselves of the right to pool except in the case 
of those classes of freight likely to be carried at cut 
rates. The point is this: a pooling law should not 
undertake the establishment of a new system ; it should 
rather confine itself to the correction of abuses in the 
existing system. The only objection to this conclusion 
would come from those who are interested in local 
rather than through traffic and who fear that the former 
would be burdened with high charges for the support 
of through traffic. It is doubtful, however, if this is 
the manner in which the adjustment of competitive 
traffic through pools would operate. Should this prove 
to be the case it would furnish a reason for new legisla- 
tion. 

Second.—The agreements between the railways which 
by the contemplated law are to become legal contracts, 
should, in the second place, be published before going 
into effect and should be drawn according to a form 
prescribed by the law itself. This agreement should 
state the class of freight to which it applies, the rate 
established, the percentage of business assigned to each 
member of the pool, indeed, all the essential points 
agreed upon. The advantage of a definite form of con- 
tract is in part the general advantage that always arises 
from uniformity of procedure, but there is in addition 
to this a very particular and imperative need of a pre- 
scribed form of agreement. Should pools be legalized, 
care should be taken lest the agreement cover so many 
points as to obstruct the development of the service. 
An agreement, for example, that a road should not use im- 
proved equipment, or that it should not carry freight 
more rapidly than at a specified rate of speed, or 
indeed any agreement by which one road is handi- 
capped in its competition for service with an in- 
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ferior road, would be against the public interest. It is 
claimed by advocates of pooling that competition through 
improvement of the service continues notwithstanding 
the existence of the pool, and it should be the aim of 
Congress in drafting a pooling law to guarantee the con- 
tinuance of such competition. This it can do most 
effectively by enacting the form of the pooling contract. 

Third.—Not only should the form of the contract 
be provided by law, but the period during which a pool 
is to continue should be determined in the same man- 
ner. The necessity of this lies in the very nature of 
the argument urged in favor of pools. Their only de- 
fence is that by means of them stable industrial con- 
ditions nay be established. Under the present law the 
extreme limit which a shipper can calculate upon is 
three days. Nothing could be more detrimental to the 
satisfactory progress of industries or more embarrassing 
to the principle of competition in its effort to work 
justice between minor industries. A year at least, as 
is generally the case in European countries, ought to 
be guaranteed a legalized rate, and it should be noted 
that most of the considerations urged by railway attor- 
neys against so extended a time would be set aside by 
the fact that the rate is legalized. 

Fourth.—Another point which the law for the legal- 
ization of pools must decide pertains to the making of a 
rate. Proceeding upon the assumption that the carriers 
should not be deprived of their initiative in the matter 
of railway charges, the question yet remains whether 
their decision should be final, or whether the approval of 
the Inter-State Commerce Commission should be re- 
quired before the rates are put-in force. This is a ques- 
tion which has been greatly discussed and upon which 
it is not possible to say that there is any very clearly 
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defined opinion. If the writer may be permitted to ex- 
press his opinion upon this question, the approval of 
some body whose duty it is to inquire into the inherent 
utility and justice of the proposed charges should be 
made a necessary step in the legislation of a schedule 
of rates. One of the chief evils of the present situation 
is that railways are not operated asa system. The re- 
lation of the industry of transportation to the life and 
development of the nation is never consciously present 
to the minds of railway managers in their decision of 
specific questions. It is true that the competitive strug- 
gle for traffic has done much in the past to direct these 
decisions along the line of public interest, but the pub- 
lic interest has never been accepted as a permanent con- 
sideration, much less a controlling influence, in the ad- 
ministration of railway property. Now it is proposed 
to exempt competitive traffic from the influence of a 
competition, so far at least as price of service is con- 
cerned. The power of government is invoked to make 
a monopoly of a certain class of traffic. Competing 
lines are to be consolidated into a system. The result 
would be same as though Congress should charter a new 
corporation for the management of all competitive busi- 
ness within prescribed territories. Under such consid- 
erations is it not reasonable for government to reserve 
to itself the right to veto any proposed contract which 
for any reason is not in harmony with the highest in- 
terests in the state? Many questions would present 
themselves to a body standing for the public interest, 
when contemplating a proposed schedule of charges, 
that would not be considered by men who regard prop- 
erty merely as an investment. If the government is 
going into partnership with the railways by lending to 
the carriers the use of its sovereign power of monopoly, it 
ought at least to have a seat on the Board of Direction. 
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Fifth.—The accounts of railways, parties to a pooling 
agreement, should be consolidated, so far as they pertain 
to competitive or pooled traffic and the Interstate Com- 
merce Commission should be authorized to prescribe the 
rules of such accounting. Accounts are records of 
transactions and there is no possibility of controlling 
transactions except through access to accounts. The 
object of pooling, it must be remembered, is to secure 
stability of rates, and, even though pooling be legalized, 
it is not certain that parties to the agreement will main- 
tain the rates. It is true that they who break the con- 
tract incur the risk of civil suit, but the immediate gain 
may be great while the penalty may be uncertain. The 
conclusion is evident that in order to secure stable rates, 
under pools, it is not only necessary to authorize a pool- 
ing agreement between the carriers, but some means 
must be provided by which a fracture of agreement be- 
comes immediately known to all parties concerned, and 
for the attainment of this end there is no means other 
than the creation of common accounts for all pooled traffic. 
The law which establishes pooling, therefore should 
oblige the roads who avail themselves of its advautages, 
to create an outside accounting agency recognized as 
the representative of ali but dependent upon none; and 
such is the nature of the public interest in this agree- 
ment that the government ought to establish uniformity 
in the organization and administration of these bureaus 
and publicity of the accounts kept by them. 

Doubtless other points would arise should Congress 
ever seriously enter upon the discussion of the legaliza- 
tion of railway pools, but these mentioned are at least 
adequate to suggest the line along which railway legis- 
lation would be likely to develop under the influence of 
the pooling idea. 








THE LABEL OF THE CONSUMERS LEAGUE. 


BY MR. JOHN GRAHAM BROOKS. 


The trade union label gave the first hint of the Con- 
sumers’ Label. This device of the labor organizations 
is purely of American origin. It appears first in 1874. 
It has spread to Canada, and, in the single instance of 
the hatters, has, I believe, gained some footing in Eng- 
land. The chief reason for its adoption in this country 
lies doubtless in the intenser and more embarrassing 
forms of competition under which our labor unions 
suffer. The constant pressure through immigration of 
a great multitude of half-skilled laborers representing 
lower standards of life, and at the same time introduc- 
ing race antagonism has driven the American trade 
union to catch at every weapon for its defense. The 
label is one of these weapons. Its first appearance was 
in California during the “sand lot” agitation against 
the Chinese. In 1868 some eleven thousand Chinese 
landed on the Pacific coast. In 1872 a San Fran- 
cisco firm of cigar makers took on a number of Chinese 
laborers. The number which came into direct compe- 
tition with the work of any trade union was relatively 
slight, but, as with the product of prison labor, it was felt 
to be of great importance. Against the rat-shop, cooly- 
made cigars of California, the cigar makers first struck. 
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But how should a sympathizing public know which 
were rat-shop and cooly-made cigars, and which the 
product of “* American labor with its superior standard ?” 
To meet this practical difficulty a label was adopted, 
not the blue label in present use, but a white one, to 
show the buyer that he was patronizing white labor. 
It was thus against the competition of a low-class un- 
organized labor that this weapon of the label was first 
directed. Its appeal was to the smoker: “Buy no 
cigars except from the box marked with the trade union 
label. Thus you help to maintain the white standard 
as against the cooley standard of life.” At the Chicago 
Convention of 1880 new stress was laid upon the fact 
that the unions were suffering, not only from Chinese 
labor, but from prison and tenement-house competition. 
The extraordinary success of the label among the cigar 
makers raised the question of its adoption with other 
unions in 1883 and 1884. The powerful organization 
of the hatters introduced it in 1885. In the ready-made 
clothing industry the label appears in 1886. From 1891 
the label was taken up by printers, bakers, wood workers, 
harness makers, iron molders, broom makers, coopers, 
photographers, shoemakers, custom tailors, mattress 
makers, horse-shoers, brewers, egg inspectors, and bar- 
bers (who display their label in the window). Labels 
are found even upon coal carts, indicating that union 
men only are employed in distributing coal. 

Among the cigar makers, hatters, and printers the 
label is an influence of very considerable importance. 
The label of the printers, for example (adopted Novem- 
ber, 1891), is in use in more than 200 cities in the 
United States and Canada. 

Laws protecting the cigar makers’ label have been 
adopted in at least twenty-eight states and territories. 
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That it has become a force is proved conclusively by 
the constant attempts to counterfeit it. The cost for 
protecting the label against these counterfeits has risen as 
high as eight thousand dollars in a year. 

Two years ago in the Bulletin of the Department of 
Labor (3:215), a writer made the following state- 
ment: 


‘In trades like that of the garment makers, a label that should be 
confidently known to stand for definite improvement in the life of the 
worker, would attract a powerful public sympathy. There are many 
indications at hand that a growing public interest will soon demand 
from some source—from manufacturers, storekeepers, voluntary 
associations like the Consumers’ League, or form trade unions—a label 
that shall be an absolute guarantee that the goods upon which it is 
placed are not made in sweat shops. Every increased effort of the 
unions to have their label a sure symbol of higher standards of life 
and work among the wage earners is certain to command more cordial 
and more helpful recognition from the general purchaser.’’ 


From the beginning the hope was cordially enter- 
tained that the Consumers’ League could adopt as its 


own the label of the trade union. Practical reasons 
which could not possibly be overcome, alone prevented 
this. Investigation showed early that almost nothing 
bearing the trade union label was in the least likely to 
be worn by the people who made up the Consumers’ 
League. It was almost exclusively a woman’s move- 
ment and the whole body of what is known as “ white 
goods,” large portions of which are made in sweat shops, 
had no trade union label upon them. To have de- 
manded the trade union label on these goods would 
force the Consumers’ League to insist that every manu- 
facturer of these products should forthwith unionize his 
shops. This would have killed the movement at the 
start. If we had been buying cigars we could have 
taken that label ; if we had been buying hats or doing 
printing, we could have called for those labels. Our 
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League has indeed conscientiously ordered its printing 
from union shops, but upon the wide variety of products, 
where our first steps had to be taken, there was no al- 
ternative but to have a label of our own. Yet for noth- 
ing have we striven harder than that our movement 
should not antagonize at a single point the earlier label. 
The first form of the Consumers’ League began in New 
York city in 1890 and 1891, through the efforts of Mrs. 
Lowell and Mrs. Nathan. Its purpose was to correct 
certain obvious evils in the retail stores. They selected 
two stores in which the treatment of the employes 
seemed to them more than nsually humane, and, setting 
forth the good points of those stores, they wrote to four- 
teen hundred store-keepers on Manhattan Island enquir- 
ing whether they wished to arrange the work in their 
stores in conformity with the better standard, and have 
their establishments included in a proposed ‘ white list.’ 
Out of fourteen hundred only ¢wo responded favorably, 
and from this modest beginning has grown the present 
‘white list’ of the Consumers’ League of New York 
city embracing nearly forty leading stores. 

The real evils of the sweating system are, however, 
not at the stores but where the goods are made. The 
aim of the National League, started last year, is to use 
the retail store merely as an agent through which the 
manufacturing processes can be reached. The National 
League deals, therefore, directly with the factory. This 
explains the necessity of our label. Such a device must 
be affixed at points to which the most definite tests can 
be applied. The label could not be given to the retail 
stores, as no man in it from the manager down knows 
where all his goods are made. This is possible at the 
factory. ‘Through the agency of the local factory in- 
spectors and the trained inspector of the Consumers’ 
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League it can be easily determined where and under 
what conditions the clothing is made. These facts are 
first ascertained, and if our conditions are met, an op- 
portunity is given for that manufacturer to use the label.’ 
Our contract stipulates : 


1. That all provisions of the State factory law are to be complied 
with ; 

2. That the label is to be used only on goods manufactured by said 
manufacturer on said premises ; 

3. That no child under the age of sixteen years shall be employed 
or permitted or suffered to work on such premises ; 

4. That no person shall be employed, or suffered or permitted to 
work in said factory longer than ten hours in any one day or sixty 
hours in any one week ; or after nine o’clock at night, or before six 
o’clock in the morning, excepting only the night watchman ; 

Also to allow the duly accredited representatives of said League to 
inspect said factory at any and all reasonable times, and to comply 
with all reasonable requests made by said League for improving con- 
ditions ; otherwise to discontinue the use of the label forthwith, and 
for failure to comply with this demand the manufacturer to pay as 
liquidated damages to said League the sum of one hundred dollars. 


The following statement concerning the label has 
been sent out to a large number of manufacturers. 

“The National Consumers’ League, a federation of 
local leagues established in New York, Massachusetts, 
Pennsylvania, and Illinois, is organized for the purpose 
of promoting intelligent and effective co-operation 


among purchasers in demanding goods made under right 
conditions in preference to the sweatshop product. 

The National Consumers’ League grants the use of 
its label to manufacturers who furnish working con- 


'The label was registered Nov. 17th, 1898, at the State House, in 
Boston. ‘The registration consists in filing a certificate with the Sec- 
retary of State. This certificate contains a copy of the label and, also, 
a description of it in written words, also, the date at which the label 
was adopted by the League and our statement as to the purpose and 
constituent parts of the National League. 

A different certificate is in our possession, sent from the Secretary 
of State of Massachusetts, setting forth the fact of the registration. 

This method was adopted on the recommendation of our lawyer. 
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ditions in compliance with the requirements of its 
standard, and urges upon purchasers the advantages 
attaching to goods that carry its label. 

The manufacturer derives advantage from the use of 
the Consumers’ Label, through the patronage of an 
organized body of enlightened customers ; and through 
wide and persistent advertising without expense to 
himself. 

The purchasing public derives from the use of the 
Label the assurance that goods so endorsed have been 
found to be made in clean and wholesome factories, free 
from contagion and vermin, and under the best con- 
ditions known in the trade at the time.” 

Through the agency of the press, lectures, leaflet 
literature, by the help of women’s clubs, college settle- 
ments, etc., pressure is then put upon the public to ask 
at the retail store for those goods that bear the Con- 
sumers’ Label. If the demand is considerable enough 
and persistent enough, the manufacturer will find it for 
his economic advantage to make his product on his own 
premises. The retail store will find the same advantage 
in insisting that their buyers avoid the sweat shop 
product. The public never yet has had a chance to 
know where and how its garments were made. The 
label is an instrument to make such knowledge possible. 
The label is registered and a definite contract entered 
into between the League and the manufacturer desiring 
to use it. Several manufacturers have already adopted 
it and several retail stores in Boston and New York 
have already ordered labelled goods. 

Two years of very hard work have been given to get- 
ting the label upon the market. The form of its regis- 
tration was full of perplexities. The form of the con- 
tract between the manufacturer and the League was 
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even more difficult. Even now the practical use of the 
label, if there is considerable call for it, wil! excite 
antagonism from the large department stores which do 
a portion of their own manufacturing in admirable 
factories. ‘‘ Why,” they ask us, “should we not have 
the label upon those things which are made in our own 
model workshop?” The very formidable objection is 
that such product would be dumped in the store with 
tons of sweat shop goods. The League has no means at 
its disposal to distinguish between these two products 
when once they are thrown together. Without im- 
peaching the good faith of manager or clerk, the most 
obvious practical difficulties in keeping the factory 
goods apart from the “sweated” goods would rob the 
label of its chief value. The one fatal weakness of the 
trade union label, in the garment trade, has been of this 
character—that it did not stand clearly enough for the 


thing it claimed to represent. Unless our label can 
offer absolute assurance that it does not appear on 
sweated garments, its value is gone. Thus, at the risk 
of slower success and occasional hostilities, it will prove, 
we believe, a wiser policy in the end to guard the label 


from this grave risk. 

Manufacturers at the great centre of this garment 
business, in and about New York City, have proved to 
be extremely sensitive about having the public know 
their relations to the sweat shop. No factory inspector 
has a better record for fearless investigation than the 
secretary of the National League, Mrs. Florence Kelley. 
Yet she finds it impossible to get from the New York 
inspectors the actual lists of places to which the manu- 
facturers send their garments to be made up.’ There is 

’ The law required in 1893 that the manufacturer must keep a list of 


addresses to which garments are sent to be made up. [Chapter 173 
of Laws of 1893, amending Chapter 409 of Laws of 1886.] This was 
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some influence here powerful enough to determine the 
action even of inspectors that are supposed to represent 
distinctively “labor interests.” This suggests what we 
have clearly conceived from the start, that the law must 
eventually deal with the sweatshops. Meantime it is 
believed that the League can render effective service in 
creating the public opinion necessary to make such law 


and its enforcement possible. 

All that is essential to the principle upon which the 
League rests, has already wide practical recognition. 
Not only have important bodies—governments, cities, 
London School Board—come to recognize the principle, 
but where the discussion has gone on long enough, as 
in England, we find the idea put to practice on a scale 
that constantly widens in its scope. It does not take the 
form of leagues in England, but works chiefly through the 
co-operative movement. The Women’s Guild, with its 
12,000 members, is constantly teaching the relation be- 
tween right buying and right conditions of labor. 

Professor Gide’s active interest in co-operation in 
France is closely bound up with his hope of teaching 
and realizing the consumer’s duty in this way. He 
says: ‘Our very object as co-operators is to make a way 
for the doing of our duty as consumers. We deplore 
the fact that the buyer now exercises his power clumsily, 
ignorantly or with cowardice. This initiative of the 
amended later to be a complete list in Luglish, and still later it was 
amended again to be furnished in a correct copy to the inspector on 
demard. [Chapter 181 of Laws of 1899.] The National Consumers’ 
Leagae has been trying to have these lists gathered by the New York 
inspectors and treated as public records. This is not yet done in any 
effective or systematic way in New York. (It has been admirably 
done in Massachusetts for years.) The Label cannot be registered as 
a trade mark at Washington. We have, also, a written opinion of 
the Attorney General of New York State to the effect that we cannot 


register the label in New York; but that it is protected under the 
common law. 


17 
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consumer is a fact of the first importance (un fait du 


premier ordre) to which we have often called and shall 


coutinue to call the public attention.” The fact that 
co-operation has hardly begun among us leaves no alter- 
native but to organize public opinion through voluntary 
groups for the purpose of arousing attention to the new 
duties, and making it worth while for the stores to meet 
the demand with heartiness and sincerity. 

The Canadian Prime Minister Laurier said in 1897: 
“JT do not want to see that system of white slavery 
(sweating) prevail in Canada.” “If we have a duty to 
perform it is that we should make an effort to stamp out 
that sweating system in our own country.” ‘ The Post- 
master General has taken the initiative in that respect 
and with the sanction of the Government, he has decided 
that in every contract given by the Post Office Depart- 
ment there shall be a provision which shall make it 
impossible for that contract to be farmed out,” ete. In 
the United States, public opinion is so little developed 
upon this point that vast quantities of army clothing 
are reported from investigators to have gone straight to 
sweat shops. 

The question seems a fair one. Is it more cranky for 
voluntary associations to attempt the enforcement of 
such a principle than for governments or municipalities ? 
Any generalized practical recognition of the consumers’ 
duty must in its very nature take on voluntary as well 
as legal form. ‘That the life of those who make our 
garments should be at least as tolerable as it is in the 
better type of factory isa very modest aim. It is be- 
lieved, if the Label rigorously stand for this better 
working life, the increasing demand for the label at the 
retail store will assure such economic advantage to the 
improved standard as steadily to extend its influence. 





THE PLANS FOR THE TWELFTH CENSUS. 


BY WALTER F. WILLCOX. 


The “ Act to provide for taking the Twelfth and Sub- 
sequent Censuses’? was passed March 3, 1899, the last 
day on which it was practicable to pass such an act, and 
the anniversary of the day on which ten and twenty 
years before the laws providing for the Eleventh and 
Tenth Censuses had beenenacted. ‘This Association, in 
common with other bodies interested in census work 
and with various committees of Congress, had made ef- 
forts to secure legislation on the census at an earlier 
date and thus to allow an adequate time for prepa- 
ratory work. These efforts were not baffled by Congres- 
sional inertia or indifference, for in no previous decade 
has Congress displayed so much intelligent interest in 
the census, but the various bills urged by successive 
census committees perished in a fierce struggle for 
existence against the enormous amount of other business. 

The law when passed, however, was a great improve- 
ment upon its predecessors and deserves to be ranked as 
one of the four main census acts in our legislative 
history, the others being those of 1790, 1850, and 
1879. A brief statement of the main innovations in- 
troduced by the law is necessary to an understanding of 
the plans for its execution. 

Between 1790 and 1870 inclusive the Federal Census 
was taken by United States Marshals. They reported in 
1790 directly to the President, but from 1800 to 1840 in- 
clusive to the Secretary of State. In 1849 the Depart- 
ment of the Interiar was created and the supervisory 
powers exercised by the Secretary of State over the 
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Census were transferred to the new Department. By 
1879 it had become necessary to create by law a new 
office in the Interior Department called the Census 
Office with a Superintendent at the head. The Super- 
intendent, however, was strictly subordinate to the 
Secretary of the Interior. All appointments and re- 
movals in the Census Office were made not by the 
Superintendent but by the Secretary of the Interior. 
In an office where work must be done under high pres- 
sure, and where it is often quite as necessary that de- 
cisions should be made quickly as that they should be 
made wisely, such a dependence on the head of a de- 
partment burdened with other duties entailed injurious 
delays. The new law makes the connection between 
the Census Office and the Interior Department far less 
intimate than heretofore. The head of the Census 
Office appoints all but one of his subordinates and that 
one is appointed by the President. By the terms of the 
laws of 1879 and 1889 it was the duty of the Superin- 
tendent “under the direction of the head of the De- 
partment to superintend and direct the taking of the 

Census.” By the terms of the law of 18g9 it 
is the duty of the immediate head of the Census Office 
“to superintend and direct the taking of the Twelfth 
Census” and the words “under the direction of the 
head of the Department” no longer occur. It was, 
therefore, more than a verbal change when the title of 
the head of the Census Office was made no longer 
Superintendent but Director.’ 

' “Tt will thus be seen that, so far as the direct language of the act 
is concerned, the operations of the Director of the Census and his 
subordinates are in no respect made subject to the supervision, appro- 
val, control, direction or modification of the Secretary of the Interior. 


He is not authorized or directed to approve the selection of appointees 
and employees, nor to approve the plans formulated for the taking of 
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Under the law of 1889 there were no officers occupied 
with statistical work between the Superintendent and the 
chiefs of division. The former oppressed by multifari- 
ous duties was compelled to leave the management of 
each division largely in the hands of its chief, and there 
are obvious difficulties to getting a man on short notice, 
competent and trained to direct and organize the field 
and office work of hundreds of employees, willing to 
take a temporary position, and ready to accept a salary 
of only two thousand dollars. Under the circumstances 
one is surprised that the average ability of the chiefs of 
division at the Eleventh Census was so high. By the 
present law two grades are introduced between the Di- 
rector and the chief of division. The chief of division 
becomes the administrator and manager of the division 
under the chief statistician, and by relieving his supe- 
rior officer of many details leaves him with more time 
to plan and organize his work. The Assistant Director 
supervises and co-ordinates the statistical work of the 
several divisions in the effort to distribute the resources 
of the office wisely, and to improve the plans of each 
division by constructive criticism, and by bringing them 
into harmony with the entire plan. The wisest relation 
of the parts is a matter of constant adjustment in an 
office so new and unfettered by precedents, but it is al- 
ready clear that the new law permits and encourages a 
a much greater unity of plan than has heretofore been 
possibie. 

Probably the most momentous change introduced by 


the census, nor to approve contracts for supplies, rental of quarters, 
etc. Not being specifically directed by the act to perform such 
supervision, the question arises as to whether there is any other pro- 
vision of the general statutes which imposes such power or duty upon 
the Secretary. I am unable to find any.’’ Extract from opinion of 
the Attorney General, March 28, 1899. 





262 American Economic Association. 


the new law is the division of the subjects of census in- 
quiry into two parts, the first to be taken and finished at 
once, the second to be postponed until the others are 
completed. All information which it requires the aid of 
enumerators all over the country to secure must be 
gathered, tabulated and published before July 1, 1902. 
All information derived from other sources and heretofore 
included in our census is not to be gathered and published 
until later. For example, it is contrary to the practice 
of the American Census Office to ask the people through 
enumerators about their religious belief or their mem- 
bership in any religious body. The information gath- 
ered on this head by the Eleventh Census was derived 
from the officials of the various church organizations. 
Such an inquiry can be made independent of and later 
than the great count of population and is accordingly to 
be postponed. The same is true of inquiries into the 
social statistics of cities, into public debt, valuation and 
taxation, and into such special lines of business as the 
telephone, telegraph and street railways. 

Perhaps the most immediate duties of the Census 
Office when it was organized were those of preparing 
places in which its more than two thousand clerks and 
its fifty thousand enumerators might work. The former 
has been met since August by the construction of a 
building into which the office is now (December, 1899) 
moving, the latter by the division of the country into 
nearly fifty thousand enumeration districts. 

The work of the Eleventh Census was seriously 
hindered by the necessity of distributing its force 
through several buildings often some distance apart 
and always built with no reference to the needs of a 
census office. The office could not legally spend any of 
its appropriation in putting up a building, for no such 
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use of it had been specifically authorized, but it did suc- 
ceed in inducing private capitalists to put up a building 
substantially according to plans furnished by the Assist- 
ant Director, the capital being protected by a contract 
to lease the building for five years. The new Census 
Office extends over more than two acres at the northwest 
corner of the Capitol grounds, and most of it is but one 
story high. This part is largely occupied by two main 
rooms where statistical tables will be made from the raw 
material furnished by the enumerators. The front is of 
two stories and divided into smaller rooms for the 
administrative and statistical officers and their clerical 
staff. 

To a student unfamiliar with the preparatory work 
for an American Census perhaps the most striking fact 
connected with the office is the importance of the 
geographical division. Through these early months it 
has been the largest division in the Census Office and 
its work serves as a foundation for the rest. 

To the historian, lawyer or statesman the population 
is the primary fact and the land surface is that area over 
which the population exercises sovereignty. But to the 
Census Office the land surface is the primary fact and 
the population is that part of humanity which resides 
on it. The count of population results from adding the 
number of residents in each of fifty thousand enumera- 
tion districts, the census of farms results from gathering 
the farm statistics in each district, and the same is true 
in a measure of the vital statistics and the manufacturing 
returns. The enumeration district or, in office parlance, 
the E. D., is the geographical unit of the census. But 
the existing territorial divisions do not meet the office 
needs and therefore new ones have to be made, utilizing 
however as far as possible existing boundary lines. 
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For census purposes the recent acquisitions of the 
United States in the East and West indies are not 
included, and the only territory over which our Federal 
Census is to be extended for the first time in 1900 is the 
Hawaiian Islands. A census of Cuba and Porto Rico is 
now in progress but is in charge of the War Department. 
In this work the Census Office has gladly co-operated so 
far as desired and the results obtained in the islands will 
be so tabulated as to be comparable in the main with the 
results in the United States. 

The essential requisites of an enumerator’s district are 
(1) that it be small enough for the slowest enumerator 
appointed to work over within the time allowed him, 
two weeks in a city and a month elsewhere; (2) that it 
have boundaries so well marked and known that the 
enumerator will have no difficulty in keeping within 
them ; (3) that these boundaries agree so far as possible 
with the political divisions of the state, such as counties, 
townships and cities, by which the population must be 
reported. At the last census these districts were made 
in the first instance by the supervisors and reported by 
them to Washington for criticism and modification. But 
the supervisor is not so well able to apply these tests as 
the central office, where the records and experience of 
previous censuses are gathered, and where a uniform 
plan of division can be followed with modifications only 
as the diversity of local conditions requires. Hence in 
the Twelfth Census for the first time the division into 
E. D.’s was made at Washington. The first step was to 
divide the United States into three hundred supervisor’s 
districts. Under the law the boundaries of these dis- 
tricts were to conform, whenever practicable and desira- 
ble, to those of Congressional districts. There are 292 
supervisor’s districts and 352 Congressional districts in 
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the states. In 160 cases the two exactly coincide, while 
the other 190 Congressional districts fall into 132 super- 
visor’s districts, but in a large proportion of the latter cases 
the difference in boundary between the two is insignifi- 
cant. A supervisor’s district must be so arranged as to 
favor rapid and easy communication between the enume- 
rators in the field and their superintendent, and this ne- 
cessity often led to departure from the lines of Con- 
gressional districts. For example, in Florida the two 
Congressional districts are divided by a line stretching 
from the northern boundary to the point of the penin- 
sula. The two supervisor’s districts are divided by a 
line about at right angles to this and separating 
the peninsula from the continental part of the state. 
Hence the supervisor’s districts are much the more 
compact. 

While the first steps in delineating the E. D.’s fell to 
the Census Office, it is obvious that its plan of division 
might be faulty as a result of lack of information about 
local peculiarities. This local knowledge is supplied by 
the supervisors who are, therefore, asked to comment 
upon and criticize the plans of the geographer before 
they are finally approved and adopted. The division of 
the country into these fifty thousand E. D.’s follows 
closely the most available political boundaries. Thus 
no supervisor’s district extends into more than one state 
even where the state line is transcended by a population 
group as between Kansas City, Missouri, and Kansas City, 
Kansas. No E. D. extends into two counties even when 
this boundary divides a town or city into two parts. 
Within the county the E. D.’s are bounded by local 
municipal boundaries subject to the condition that the dis- 
trict must contain no more than four thousand inhabit- 
ants and yet enough to occupy the enumerator not very 
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much less than the limit of time allowed him. In the 
cities the population whose voters cast their ballots at 
one place has usually been made a single enumeration 
district subject to the conditions mentioned. 

After providing quarters for the office force and defining 
the territory of each member of the field force the next 
step was to select officials. The requisite here was to se- 
cure the most efficient and capable subordinates by meth- 
ods calculated to win the approval, co-operation and sup- 
port of Congress and the country. I have no special 
knowledge regarding the success with which the latter 
condition has been met, but I do know that the force as a 
whole is well organized, zealous and energetic, and I am 
glad to assure you that in efforts to secure the highest 
ability and training available in the clerical staff of my 
own division I have met nothing but the most cordial en- 
couragement and support, and to express my belief that 
others in the Census Office have had a similar ex- 
perience. 

For the first time in our national experience an effort 
will be made to test the would-be enumerator’s ability 
to peform his duties before he is appointed. I believe 
this effort is practicable and will be effective. In that 
case it should mark a decided step in advance in our 
census work, for office work can no more cover the de- 
fects of field work than a stream can rise above its 
source. 

The field work of the Census done by enumerators be- 
gins and ends under the law with the month of June, 
1900. It divides the work in Washington and in 
the offices of the local snpervisors into two parts, the 


work of preparation done before June, 1g00, and the 
work of reception, tabulation, presentation and inter- 
pretation done after that date. The work of the census 
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enumerator consists essentially in asking questions of 
every family and at every farm and manufacturing 
establishment in his enumeration district and writing 
the answers on blank forms or schedules prepared at 
Washington and sent him through his supervisor along 
with printed instructions which he is to follow in mak- 
ing his entries. Probably no part of the preliminary 
work, therefore, is more important than the preparation 
of these schedules on which the answers are written by 
enumerators. At the Eleventh Census each enumerator 
was obliged to carry from ten to thirteen kinds of sched- 
ules and the task of mastering and following the instruc- 
tions was not an easy one. Complaints from the field were 


common and vigorous and there is little doubt that the 
whole work suffered because the enumerator’s duties were 
too heavy and complex. Under the present law and 
the plans for its execution no enumerator will have 


more than four schedules to carry and to fill. Every- 
where he will find people and so everywhere he must 
carry the population schedule. Everywhere deaths will 
have occurred during the preceding year, but in the 
registration areas, including perhaps two-fifths of the 
population of the United States, the information regard- 
ing these deaths to be had from the local records is fuller 
and more correct than that obtainable by inquiries of 
each family. In such places, therefore, the enumerator 
will be relieved of the vital statistics schedule. In 
cities the enumerator will seldom find any farms, and 
so will not need the agricultural schedule. In 
most cities, too, the manufacturing establishments are 
so diverse and the returns derived from them so com- 
plex that the average enumerator would find it difficult 
to fillthem. Hence this duty will be intrusted in such 
cases to special agents. The population schedule is 
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thus the most important and the most generally used. 
The form of this blank agrees substantially with that 
employed in 1880, one horizontal line being given to 
each person and one vertical column to each question. 
The sheet has fifty horizontal lines on each side and 
thus room for auswers from one hundred persons. In 
1890 the queries were placed on the left, a column re- 
served for each person, and a sheet for each family, the 
so-called family schedule. The records of that census, 
some twelve million schedules, now fill the basement of 
a large building and it will probably cost $30,000 to 
have them bound. If the family schedule employed in 
1890 had been adopted for the present census, probably 
fifteen million would have been required to contain the 
facts regarding the population. As it is one million 
will probably suffice. To make the difference more 
conceivable I may say that the population schedules of 
the last census now on file in Washington include over 
a square mile of paper surface while those adopted for 
the coming census will include about one-sixth that 
surface. As a counterweight to this great reduction in 
the mass of the population schedules to be handled and 
stored, it must be mentioned that the space on the 
schedule of 1900 devoted to the answers from each per- 
son is only about one-third that given to answers to the 
saine questions in 1890. ‘This reduction in space may 
possibly affect the fullness and detail of certain answers 
but even if a slight loss in that direction should result 
it would by no means offset the gain already mentioned. 

The questions asked on the population schedule have 
been slightly altered from those of 1890 by omissions, 
additions and verbal changes. ‘The following questions 
asked in 1890, will not be asked at the present census : 
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1. Whether a soldier, sailor, or marine during the civil 
war (U. S. or Conf.), or widow of such person. 

2. Whether suffering from acute or chronic disease, 
with name of disease and length of time afflicted. 

3. Whether defective in mind, sight, hearing, or speech, 
or whether crippled, maimed, or deformed, with name of 
defect. 

4. Whether a prisoner, convict, homeless child, or 
pauper. 

The following questions not asked in 1890, will be 
asked for the census of 1g00: 

1. The date of birth in calendar year and month. 

2. The year of immigration to the United States. 

These questions are introduced as supplementary to 
questions “Age at last birthday?” and “Number of 
years in the United States?” partly in the effort to 
minimize the tendency to concentrate on round numbers 
in the statement of age, and partly as a transition to the 
sounder and more correct form of asking age and years 
in the United States. 

The following questions have been changed in form 
since 1890: “Age at nearest birthday” has been 
changed to “ Ageat last birthday.” ‘“ Whether married 
during the year,” has been changed to “ Number of years 
married.” Under the question “ Able to speak English,” 
the additional inquiry, “if not, the language or dialect 
spoken,” has been omitted. 

The Twelfth Census, like all its predecessors, will 
attempt to report the resident or de jure population, 
whether physically present in the district or not 
at the time the place of abode is visited by the 
enumerator. The office interprets the phrase “usual 
place of abode” in the census law, as depriving 
it of discretion in this matter. But an effort to count 
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the resident population is beset with serious difficulties, 
and they are increased by the date at which the census 
must be taken. The month of June is one in which 
many persons, especially in the cities, are away from 
their residences, and many residences are closed. This 
constitutes the most serious danger to the accuracy and 
completeness of an American census. To meet it, the 
enumerators in the cities next June will probably be 
asked to keep, in a separate “ street-book,” a record of 
the results of the visit to each house, showing which 
were closed and where one might hope to get informa- 
tion concerning the residents of such closed houses. 
Special enumerators, paid by the day, are then to seek 
at the addresses entered on the first enumerator’s street 
book, or by correspondence, the information wanted for 
the family. These returns will be placed on special 
supplementary forms, to which reference will be made 
in the unfilled line on the first enumerator’s schedule. 
Such a plan will greatly reduce the danger of omissions, 
but one may still cherish a doubt whether a census of 
the resident population, rather than one following the 
alternative method of counting everyone where he is 
found and asking where he resides, will be found per- 
manently satisfactory. That question, however, belongs 
to Congress and not to the Census Office. 

In order to get a better grade of enumerators than 
formerly, every applicant for appointment will send to 
the supervisor of his district, a schedule filled out with 
facts drawn from a printed narrative. This will be cor- 
rected by the supervisor and forwarded with his endorse- 
ment to the Census Office. This tests the handwriting 


of the applicant and his mastery of instructions ; for his 
character and diligence, the endorsement of the super- 


visor will vouch. 
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No advance in the census work of any country since the 
Belgian census of 1846 is more important than the ap 
plication of electricity to the tabulation of results, which 
was first made in the Eleventh Census of the United 
States. This method, called after its inventor the Hol- 
lerith system, will be employed in the Twelfth Census 
and important improvements in it have already passed 
the experimental stage and are likely to be adopted. By 
this method a card some three by six inches is used to 
record the facts for each person in the United States. 
A section of the card is reserved for the information in 
reply to each question on the schedule, the answer to 
which is to be used in the tables, and a part of each sec- 
tion is reserved for each possible answer to the question. 
Thus a narrow strip near the left of each card is reserved 
for the answer regarding raceorcolor. Inthe census vol- 
umes, five race divisions, viz., white, black, Chinese, Japa- 
nese and Indian, are recognized and the answer to this 
question for every person must be entered under one or 
another of those five classes. Entry is made on the card 
by punching a little hole in the proper place. One hole, 
and only one, is to be made in each section, that is, the 
person must be of some race, some sex, some age, etc. 
The card is then placed in a machine and a system of 
blunt pins brought down upon it, one pin at every place 
where a hole might occur. Wherever a hole has been 
made, the corresponding pin passes through into a cup 
containing mercury, elsewhere the pins are pushed back 
by the resistance of the card. Each cup is connected 
with a counter having a dial capable of registering to 
10,000. ‘The electric current passes through one section 
of the card at the place a hole has been made 
and into the mercury, then through the counter 
connected with that mercury cup, then to the next 
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section and through the hole there made and the 
counter connected with it, and so on. If in any 
section no hole has been punched, the circuit is 
broken at that point and nothing on the card is recorded, 
the bell introduced at another point in the circuit fails 
to ring, and the card is thrown aside for correction. 
The machine is thus a device for simultaneous mechan- 
ical tallying, and can be modified and combined with 
various accessory devices, according to the needs of the 
particular case. 

It is not improbable that a tabulating card will be 
used in the Twelfth Census, not only for each person, 
but also for each family. In that case, the age of the 
family or the duration of the marriage, the number of 
children and other dependents, the occupation of the 
head and of other members, the ownership or tenancy of 
the house, etc., would be recorded by holes in the family 
card and then tabulated. This is apparently the only 
way in which certain items on the population schedule 
can be utilized, and if the plan is carried out it would 
add appreciably to the scientific value of the next census. 

The work of the division of vital statistics will follow 
closely the lines of the last census. For perhaps two- 
fifths of the population of the United States, the records 
of deaths will be copied from municipal or state regis- 
tration offices. Elsewhere they will be gathered by 
enumerators. The effort to supplement the latter by 
returns from physicians regarding deaths which have 
occurred in their practice will be discontinued. On the 
other hand, the local and state registration officers have 
cdoperated with most encouraging cordiality in the effort 
to secure uniformity in the data reported by them, and 
to be copied and tabulated by the Twelfth Census. 

As you may know, the Division of Manufactures is 
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located at present in Boston, this being the only way in 
which the Census Office could secure the services of 
Mr. S. N. D. North at the head of that division. Cou- 
sequently I will plead my own unfamiliarity with the 
plans of that division in detail as a reason for passing 
them by. We are fortunate in having a representative 
of the agricultural division of the Census Office with 
us this morning and he will present its plans from a 
fullness of knowledge which I cannot claim. 

These four main divisions have as their goal the 
preparation and publication of the tables in their re- 
spective fields with such explanations as may be deemed 
necessary. Meanwhile the fifth division, that of 
Methods and Results, will study, analyze and interpret 
the past experience of the United States, the several 
states and foreign countries as expressed mainly in their 
census volumes, and will prepare criticisms and summaries 
stating the results of such experience and, in the light of it, 
what is to be looked for as significant in the tables of 
the Twelfth Census. The final volumes of the Twelfth 
Census will be prepared by combining the outcome of 
such studies with the tables and explanations resulting 
from the four main lines of inquiry. 

I have felt it both a pleasure and a duty as in some 
sense a link between this Association and the Census 
Office to present such of our plans and aims as might 
interest a gathering like the present and thus possibly 
bring the producers and the consumers of statistics, or 
the officials and the academic teachers and students, toa 
better understanding and closer sympathy. It may 
fairly be mentioned that when a committee of this As- 
sociation recently gathered a score of essays on various 
aspects of census work from the persons, who in their 
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judgment were the most competent experts in the 
various fields, their judgment coincided closely with 
that shown by the Census Office through its appoint- 
ments. The person requested by our committee a year 
ago to report upon the census statistics of agriculture 
was invited by the Census Office some months later to 
become chief statistician in charge of that division. 
The person selected by our committee to write upon the 
census statistics of manufactures was similarly honored 
by the Census Office and in some degree as a result of 
the statistical ability shown in that essay. The other 
three appointments to similar rank were all persons re- 
quested by our committee to prepare papers for the As- 
sociation’s Monograph, and in one of these cases the 
selection was intended in part as a direct compliment to 
this and similar bodies and to the efforts they have made 
for the improvement of census work. 

While I think the Association may congratulate 
itself upon such recognition of its usefulness, I may 
venture at the same time to point a warning for the stu- 
dents of statistics in this body. It is expressed in a 
conversation recently repeated to me by a friend con- 
nected with the Census Office, whose statistical acumen 
and business judgment I greatly admire. He was talk- 
ing with Mr. S. N. D. North, now chief statistician of 
manufactures. The latter had said: “ I understand 
that the Director of the Census was especially desirous 
to arrange for my appointment after he had read my 
paper on the Statistics of Manufactures in the Mono- 
graph of the American Economic Association.” The 
friend replied: “ Your having written that paper is the 
only thing I know about you that would lead me to 
doubt the wisdom of your appointment,” and in ex- 
planation he added “In that paper you have held up an 
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ideal for the Division of Manufactures, which neither 
you nor any one else can attain, and yet having put itin 
ptint over your own name, you are sure to be measured 
and criticized by it.” I believe that most persons en- 
gaged in the practical work of statistical offices welcome 
gladly any clear and accurate statement from outside 
sources of the ideal toward which the particular line of 
statistics on which they are working should aspire. But 
writers and students commonly assume that such an 
ideal as they have set up can be realized in practice far 
more fully than the conditions admit, and, therefore, by 
implication if not in direct words, suggest that the fall- 
ing short of that ideal is in some way the fault of the 
Census Office and of the persons who are directing its 
work. If the heartiest codperation between official sta- 
tisticians and writers on such subjects is to be secured, 
any such implication must be scrupulously avoided. 
After some familiarity with both sorts of work, I may 
say frankly that even careful students, who are familiar 
with the Census Office only from its printed publications, 
are more often wrong than right in suggestions they 
may make regarding possibilities of improvement. 
Finally, then, I may congratulate this association 
upon the efforts it has recently made for the improve- 
meut and the better interpretation of the Federal Cen- 
sus, and express the hope that in the future similar ef- 
forts may bring the Economic Association into even 
closer touch with those branches of the Government in 
whose work it is especially interested, and thus further 
the policy so ably outlined and recommended by our 
honored President in his last annual address. 
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Mr. H. T. NEwcoms: The scope of the agricultural 
investigations of the Twelfth Census was determined 
very largely outside of the Census Office. Section 7 of 
the Act providing for the Twelfth Census reads, in part, 
as follows: 

“The schedules relating to agriculture shall compre- 
hend the following topics: Name of occupant of each 
farm, color of each occupant, tenure, acreage, value of 
farm and improvements, acreage of different products, 
quantity and value of products, and number and value of 
live stock.” 

Obviously, therefore, it was no part of the duty 
of the Census Office to inquire whether any of these 
topics belonged properly to census work. It is quite 
possible that if these questions had been open to discus- 
sion, the omission of some of the topics of inquiry men- 
tioned, and especially of those relating to value, might 
have been determined upon. Again, the United States 
Department of Agriculture has a large statistical divis- 
ion, which for more than thirty years has published 
annual statements of agricultural acreage, production, 
and values, and regular statements of the conditions and 
prospects of growing crops. This division regards its 
work as dependent upon data supplied in the census, and 
it seemed clear that it was the duty of the Census Office 
to supply these data as far as practicable, and that the 
latter was very largely relieved from making inquiries 
concerning the value of those so demanded. Therefore, 
the content of the general agricultural schedule was de- 
termined quite as much outside as within the Census 
Office. 

On the other hand, the form of the schedule was 
wholly within the control of the Census Office. The 
most notable change in this respect was the adoption of 
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an individual farm schedule. The schedules used in the 
Tenth and Eleventh censuses each contained space for 
reports concerning ten farms, and it may appear strange 
that the adoption of the single farm schedule should be 
coincident with the substitution of the one-hundred 
naine schedule for the family schedule in the enumera- 
tion of population. Previous to 1890, those best quali- 
fied in statistical teclinique had rapidly advanced toward 
the conviction that the schedule for any investigation 
should contain the facts relating to but one of the units 
in that investigation ; the object of each subdivision be- 
ing to diminish and simplify the work of tabulation by 
permitting much of it to be accomplished by assorting 
the schedules themselves. Many regarded the adoption 
‘of the family schedule in 1890 as but a prelude to the 
adoption of an individual schedule. 

The employment of the electrical tabulating system, 
invented by Dr. Hermann Hollerith, produced changes 
in census methods which extend to the formulation of 
the schedules. In connection with population, the new 
system, requiring the transfer of the facts concerning 
each individual to a single card, practically requires the 
office to make its own individual schedules. It has con- 
sequently become desirable to use for the schedule to be 
placed in the hands of the enumerators the largest sheet 
which can be conveniently handled. This would be 
equally desirable for agriculture, were tabulation the 
most important element to be considered in formulating 
the schedules. There are, however, fundamental differ- 
ences between the agricultural inquiries and those car- 
ried on the population schedules, and one of the conse- 
quences of these differences is that, while the latter are 
generally returned ready for tabulation, the agricultural 
schedules require careful examination in order to elimi- 
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nate errors and supply obvious corrections. With the 
ten-farm schedule formerly used, a single error concern- 
ing the operations of one farm necessarily delayed the 
tabulation of the possibly perfectly correct answers 
regarding nine other farms. The paramount advantage 
of the individual farm schedule is that it will permit the 
immediate tabulation of all correct reports, without 
interfering with the attempts to secure the correction of 
the schedules that are imperfectly filled out. 

The adoption of the individual farm schedule gave 
opportunity to reorganize the general schedule, and sug- 
gested the advisability of so doing. This reorganization 
has been so complete that it would be impracticable here 
to attempt to specify each change. One of the most im- 
portant is in the manner of asking the questions con- 
cerning values of farm products. The Eleventh Census 
asked concerning each commodity, the quantity sold, as 
well as the quantity produced, and also the amount 
received from sales. The intention was to establish 
average prices by comparisons between these data, and 
by complicating these averages with the quantities pro- 
duced to secure the total values of the latter. This pur- 
pose was not executed, and though the completion of 
the plan was impracticable owing to the limited funds 
available, there are some indications that it could not 
have been carried out under the most favorable circum- 
stances. 

The schedule for the Twelfth Census asks for values of 
the entire production, whether sold or consumed at 
home. If it is possible to secure satisfactory answers to 
the questions thus asked, a great deal of clerical work 
necessary under the former plan will be obviated, and it 
also has the advantage of reducing the number of in- 


quiries one-half. ‘The present schedule inquires con- 
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cerning the aggregate values of certain groups of pro- 
ducts which are cultivated in small quantities, and in 
regard to which it is believed that it would be exceed- 
ingly difficult to secure more detailed information. 

Another important change is the classification of farm 
animals according toages. Thismodification was strongly 
urged by those engaged in the live stock industry and 
by the Department of Agriculture. Provision has been 
made in the inquiries in regard to tenure for answers 
covering farms cultivated jointly by owners and tenants, 
and by salaried managers. This is in addition to those 
cultivated by owners, by tenants on shares, and by ten- 
ants for money rental. 

Some questions asked in 1890 have been omitted. 
Land is classified as improved and unimproved. In 
1880 each of these classes was divided into two sub- 
classes. {mproved land was classed as “tilled, includ- 
ing fallow and grass in rotation (whether pasture or 
meadow),” or as “ Permaneut meadows or pastures, cul- 
tivated forests, orchards, vineyards, nurseries, and mar- 
ket gardens.” Unimproved land was classed as “ Natu- 
ral woodland and forests,” or as “ Other unimproved, 
including ‘ old fields,’ not growing wood.” Theareas in 
these sub-classes, however, were not separately tabulated. 

The cost of building and repairing fences during the 
census year, asked in 1890, will not be asked in the 
Twelfth Census. Quantity and value of straw, taken 
in 1890, will not appear, though the value should be re- 
ported with the value of the wheat or other crop in con- 
nection with which it was produced. 

The question concerning the value of buildings on 
the farm has been introduced to meet a very general de- 
mand. In connection with the hay crop, a question has 
been added covering the area, quantity, and value of the 
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grains cut green for hay, in order to provide for a prac- 
tice very common on the Pacific Coast. 

The plans for the report of the Division of Agricul- 
ture have not been finally adopted, but they are suffi- 
ciently matured to warrant a few words in that connec- 
tion. It is certain that the classification by the size of 
farms will be improved by the division of the class con- 
taining farms of from one hundred to four hundred and 
ninety-nine acres into at least two, and probably three 
classes. This classification will probably be applied to 
area and general values, as well as to the number of 
farms, and possibly to the production of some of the 
great staple crops. 

Heretofore Census inquiries concerning live stock 
have not included live stock in cities or villages, and 
the numbers reported have thus been considerably 
smaller than the entire numbers of the animals of dif- 
ferent classes in the country. A measure now pending 
in Congress for the amendment of the Census law pro- 
vides for the collection of statistics concerning this por- 
tion of the live stock previously unreported, and there is 
little doubt that this important addition to the work of 
the office and to the value of its results will be made.' 

There are also certain special topics, such as the pro- 
duction of cranberries, floriculture, and the nursery in- 
dustry, which will be provided for by special schedules. 
These inquiries are to be prosecuted as far as possible 
by correspondence, though the work may be supple- 
mented by that of special agents if it is found necessary. 


Professor MAYO-SMITH said that the Association was 
to be congratulated on the condition of things in the 
new Census as revealed by Professor Willcox’s paper. 


The amendment referred to was adopted, and received the Presi- 
dent’s approval on February I, 1900. 
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This Association had demanded a year ago and always 
simply two things, vz: the best scientific organization 
of the Census Office and honesty and decency in the ap- 
pointment of subordinate officers. The first demand 
was ‘being met by the care and acumen shown in the 
preliminary works; by the division of the work which 
pointed in the direction of a permanent Census Office ; 
and by the organization of the Division of Methods and 
Results under Professor Willcox which would secure 
the best treatment and analysis of the data. The second 
demand had perhaps best be touched upon lightly. It 
was acknowledged that the subordinate appointments 
were to be made politically. The Census Office was do- 
ing the best it could to secure good men by a test of 
fitness. The best plan was to simplify the schedule so 
that the ordinary enumerator could handle it. 


Professor D. R. DEWEY: I think that the paper may 


possibly give us the impression that the census has un- 


dergone a very great change for the better in this coun- 
try, and that we are consequently likely to underestimate 
the cesus work that has been done in the past. We 
must remember that two censuses at least were presided 
over by a trained economist. The description given 
does not disclose any very radical changes from previous 
censuses. The student of statistics is not particularly 
interested with the inside machinery of the Census 
Office. He takes it that this is in a very large amount 
dependent upon political opinion which governs the 
character of the civil service. He recognizes that the 
service of the statistical or census branch of the office is 
no better and no worse than in other departments. It 
does not appear that the civil service regulations adopted 
by the Census Office are of a very serious character. As 
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far as they go, however, they are to be welcomed, but as 
students we are justified in demanding much higher 
ideals. We are especially interested in the hope that 
the Census Office may become a permanent office. We 
also are particularly interested in the method of working 
up the results so that they may be of greater and greater 
value to investigators in economics. 


Professor R. P. FALKNER: When a committee of this 
Association undertook to criticize the Eleventh Census 
it was found extremely difficult to place the responsibil- 
ity for the defects. Gentlemen who had been in charge 
of the census operations assured us that the faults of the 
latter were due to the law under which the census was 
taken. Professor Willcox has not concealed from us that 
there are defects in the present law, and enters a species 
of caveat against any future criticisms of the work of 
the Twelfth Census. But whatever its results may be, 
they have yet to be seen and any criticism of census 
methods by outsiders would seem premature until they 
have been tested by experience. When the Twelfth 
Census shall have been completed there will be more of 
us ready to rise up and speak our minds upon the sub- 
ject. We can, however, rest assured of one thing, that 
the responsibility for the merits or defects of the enu- 
meration of 1900 will rest more squarely than it has 
ever done before on the shoulders of the Census Office. 
The present law hampers the Director by no superior 
authority, and leaves, more explicitly than has ever been 
the case before, the formulation of plans, questions and 
methods to his judgment and discrimination. In this 
sense we have made great progress, and I share the con- 
viction of many statisticians that this confidence in ex- 


ecutive discrimination will prove not to have been mis- 


placed. 





PRELIMINARY REPORT OF COMMITTEE ON 
COLONIES. 


The Committee on Colonies constituted at the last 
annual meeting was finally organized as follows : 

Jeremiah W. Jenks, Chairman, 

Hon. Charles S. Hamlin, 

Prof. E. R. A. Seligman, 

Dr. Albert Shaw, 

Prof. E. H. Strobel. 

In the summer Professor Strobel, on account of in- 
tended absence in Europe, withdrew from the com- 
mittee, so that the present report is signed by only 
four members. 

It seemed wise to the committee to secure information 
regarding the fiscal methods and economic conditions of 
typical modern colonies and to endeavor, on the basis of 
this information, to suggest tentatively some general 
principles which might be applicable to the government 
of the new dependencies of the United States. 

In addition to the members of the committee several 
other persons, on the solicitation of the chairman, 
agreed to make reports on various colonies. While it 
has been impossible for some of these, on account of 
pressure of other work, as yet to complete their reports, 
papers have been received on the fiscal systems of the 
French, the German, and several of the English Colo- 
nies, including the West Indies, and the Straits Settle- 
ments, with the Federated Malay States. At an early 
date reports are expected on the Danish, the Spanish 
and the Dutch Colonies, as well as on other typical 
British Colonies. 
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In so far as the committee now feels itself warranted 
in formulating any views based upon its preliminary 
studies of the experience of other countries, it has to 
offer the following general suggestions : 

First. The finances of each colony should be man- 
aged exclusively for the sake of the colony and for its 
development, and not for the advantage of the mother 
country. 

Second. No uniform system of detailed fiscal manage- 
ment for a number of colonies in different parts of the 
world can be established. Each colony must be con- 
sidered by itself and its system must be adapted to its 
conditions. 

Third. Each colony should, as far as possible, be 
made self supporting; but the mother country may 
well sustain the colony’s credit or make advances to be 
repaid at a later date. 

Fourth. In undeveloped colonies whose inhabitants 
are not capable of managing important public works 
such as railways, canals, telegraph systems, etc., these 
improvements may well be owned by the government 
and managed by government officials rather than by 
private companies. 

Fifth. The selection of sources of revenue must in 
each case be determined in accordance with the eco- 
nomic and social conditions of the colony. 

Sixth. Where the colony is so situated that the de- 
velopment of trade with foreign countries is the chief 
economic consideration, import duties should be very 
low or practically non-existent. 

Seventh. In colonies of undeveloped economic re- 
sources the chief reliance for general government in- 
come should be on a system of internal revenue taxes, 
with compensatory duties on articles imported similar 
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to those subject to internal revenue taxes. Excise 
duties should be levied primarily on a few arti- 
cles of general consumption, like alcoholic drinks, 
opium and rice. When any colony has decided ad- 
vantages in the production of some specially favored 
commodities like sugar, tobacco, hemp, etc., it may be 
desirable to impose business licenses or similar duties 
on them. It is even a question whether low export 
duties on such commodities may not advantageously be 
employed in exceptional cases, it being assumed that 
under these circumstances a duty on colonial exports 
would not be inconsistent with the constitution of the 
United States. 

Eighth. It is undesirable to utilize an octroi or a 
system of taxes on consumption for local purposes. 
Local revenue should, in most cases, be derived in a 
large measure from real estate, business licenses and 
kindred specific taxes. 

Ninth. In the administration of fiscal affairs natives, 
wherever possible, should be utilized as officials. It 
should be fully understood, however, that in the last 
resort the desires of the United States Government, 


expressed by the proper authority, are to be paramount 
and its decisions final. 

Tenth. As long as any of the colonies have not at- 
tained modern industrial conditions, it may be advisable 
to continue as far as may be possible native customs 
during the period of transition. For example: 


It is quite possible that for some time to come the 
system of farming out the revenue to contractors, 
especially to native chiefs, should be retained, under 
such restrictions as may prove practicable. 

Eleventh. For the proper administration of the fiscal 
system in any of the dependencies of the United States 
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it is absolutely essential to establish a civil service 
which is beyond question as respects the ability and 
honesty of its personnel. 

Twelfth. In those dependencies where it is difficult 
to secure an adequate supply of efficient native labor, 
the question of the admission of foreign laborers should 
be seriously considered. While there may be sufficient 
justification for the exclusion of Chinese workmen from 
the United States, it by no means follows that they 
should be excluded from the Philippines. 

JEREMIAH W. JENKS, 
CHARLES S. HAMLIN, 
EpwIn R. A. SELIGMAN, 
ALBERT SHAW. 
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[The following remarks, made by Professor Keasbey, at the close 
of the discussion upon President Hadley’s address, should have been 
printed on page 87.] 


Professor KEASBEY: I agree with Professor Com- 
mons. Before taking up the discussion we should de- 
fine our terms. What do we mean by an Economist ? 
He is a sczentis¢t of course; but then again he is also a 
man. As scientist he is neither the exponent of society 
as a whole, nor is he the apologist for any particular part ; 
he is interested simply and solely in the pursuit of 
truth. As man he may have what Plato would calla 
“watery friendship” for humanity as a whole, but he 
is more probably a patriot of some country and very 
likely also an adherent of a certain political party. In 
times of stress this duality is apt to become confused. 
In such a personal science as ours it is difficult for the 
economist to separate theory from practice, and hence 
the danger of sliding from abstractions into hypocrisy. 
But the distinction is still there and cannot be too vig- 
orously insisted upon in a discussion of this kind. 

With the distinction in mind, what shall we say of 
“ society as a whole.” To the scientist there is no such 
thing. We may speak of the human race but not of 
human soczety. The scientist sees the human race or- 
ganized into a number of human societies. The man 
regards the particular society to which he belongs as 
society far exccllence ;—the Esquimaux call themselves 
Innuits ot “the people,” and in our own phrase we Ameri- 
cans likewise call ourselves “the people.” But over 
against the rest of the world it is just as partial to take 
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our own society as typical, as it is to universalize the 
cause of some particular party within our own society. 
It is merely a matter of degree, and here again there is 
danger of hypocrisy. 

I must also take exception to our distinguished Presi- 
dent’s distinction between the theory of prosperity and 
the theory of distribution. To the pure scientists both 
are impersonal, they are merely two sets of objective 
phenomena to be observed with equal impartiality. The 
man, on the other hand, is personally interested in the 
prosperity of his country as a whole, and also in the 
welfare of the particular class or section to which he 
happens to belong. In the former case, he is supported 
by all his countrymen and opposed by the rest of the 
world; in the latter case he has a smaller group behind 
him, and is opposed by the rest of his countrymen. 

The distinction is not, therefore, between prosperity 
and distribution, but between scientist and man. The 
scientist is interested in the whole truth ; the man is 
interested in the welfare of that part of humanity with 
which he is identified. Scientist and man are united in 
one personality. Therein lies the confusion, and hence 
hypocrisy is only too apt to emerge. 























